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Southland Utilities, Inc.
Summary of Cost of Capital and Fair Rate of Return
Based on the Actual Consolidated Capital Structure of Utilities, Inc. at December 31, 2006

Type of Capital __Ratios (1) Cost Rate Weighted Cost Rate
Total Debt 59.83 % 6.60 3.84% 3.84%
Common Equity ] 4017 11.60% - 12.20% (2) 4.66% 4.90%
Total . 100.00 % 850% - 8.74%

(1) Company-provided,
(2) Based upon informed judgment from the entire study, the principal results of which are summarized on page 2 of
this Schedule.



Southland Utilities, Inc.

Brief Summary of Common Equity Cost Rate

No. Principal Methods
1. Discounted Cash Flow Model (DCF) (1)
2 Risk Premium Model (RPM) (2)
3 Capital Asset Pricing Model (CAPM) (3)
4. Comparable Earnings Model (CEM) (4)
5 Indicated Range of Common Equity
Cost Rate before Adjustment for
Business Risk
6. Business Risk Adjustment (5)
7. Indicated Range of Common Equity
Cost Rate after Adjustment for
Business Risk
8. Financial Risk Adjustment (6)
9. Recommended Range of Common
Equity Cost Rate after Adjustment
for Business and Financial Risk
Notes: (1) From Schedule PMA-5 of this Exhibit

@)
(3)
(4)
®)

(6)

From page 1 of Schedule PMA-10 of this Exhibit.
From page 1 Schedule PMA-11 of this Exhibit.

Exhibit No. ____
Schedule PMA-1
Page 2 of 18

Proxy Group of Four

Proxy Group of Eight Value Line (Standard
AUS Utility Reports Edition) Water
Water Companies Companies
98 % 10.1 %
10.8 11v.0
10.2 10.5
14.3 14.2
10.80 % 11.40 %
0.50 0.50
11.30 % 11.90 %
0.30 030
11.60 % _ 1220 %

From pages 2 and 5 of Schedule PMA-12 of this Exhibit.
Business risk adjustment to reflect Southland Utilities, inc.'s greater business risk due to
its small size relative to each proxy group as detailed in Ms. Ahern's accompanying direct

testimony.

Financiel risk adjustment to reflect Southland Ultilities, Inc.'s greate financial risk relative to

each proxy group as detalied in Ms. Ahern's accompanying direct testimony.



lbbotson Assaciates' Size Premia for the Decile Portfolios of the NYSE/AMEX/NASDAQ

Southland Utilities, Inc.
Denvation of Investment Risk Adjustment Based upon

See page 4 for notes.

1 2 3 4 S
Applicable Decile
of the ; ; Spread from
Applicabl . :
Total Capitalization (incl. Short-Term Market Capitalization on July 10, NYSE/AMEX/ p%‘(?ﬂ?[jj'ze Applicable Size
Ling No. Debt) for the Year 2006 2007 (1) NASDAQ Premium (2)
( millions ) (times larger) ( millions ) (times larger)
1. Southiand Utilities, Inc. $ 0.055 (3)
Based upon the Proxy Group of Eight AUS Utility
A Reports Water Companies 3 0.125 10 (4} 6.27% {5)
Based upon the Proxy Group of Four Value Line
B. (Standard Edition) Water Companies 3 0.126 10 (4) 6.27% (5)
2. Proxy Group of Eight AUS Utility Reports Water
Companies $ 555480 (6) 10,089.6 x S 710.535 5.684.3 x 8-9(7) 2.49% 8) 3.78%
Proxy Group of Four Value Line (Standard Edition) Water
3. Companies $ 898.745 (9 16,340.8 $  1,1588.741 9.196.4 7(10) 1.62% (11) 4.65%
Recent Total Recent
Number of Market Average
Decile Companies Capitalization (10) Market
( millions } ({ millions )
1 - Largest 168 $9,586,846.750 $57,064.564
2 179 2,148,609.950 12,003,408
3 198 1,126,434.240 5,689.062
4 184 624,621.080 3.394.680
5 209 492,840.110 2,358.087
6 264 428,711,640 1,623.908
7 291 333.661.890 1,146.604
8 356 284,415.720 801.171
9 660 298,400.730 452,122
10 - Smallest 1744 229,218.310 131.433
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Southland Utilities, Inc.
Derivation of Investment Risk Adjustment Based upon
Ibbotson Associates’ Size Premia for the Decile Portfolios of the NYSE

From page 5 of this Schedule.

Line No. 1 — Line No. 2 and Line No. 1 — Line No. 3 of Columns 3 and 4, respectively. For example, the
3.78% in Column 5, Line No. 2 is derived as follows 3.78%% = 6.27% - 2.45%.

Company provided.

With an estimated market capitalization of $0.125 million (based upon the proxy group of eight AUS
Utility Reporis water companies) and $0.126 million (based upon the proxy group of four Value Line
(Standard Edition) water companies), Southland Utilities, Inc. falls in the 10™ decile of the
NYSE/AMEX/NASDAQ which has an average market capitalization of $131.433 as shown in the table
on the bottom half of page 3 of this Schedule.

Size premium applicable to the 10" decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Schedule.

From page 1 of Schedule PMA-3.

With an estimated market capitalization of $71O 535 million, the proxy group of eight AUS Utility
Reports water companies falls between the 8" and 9" deciles of the NYSE/AMEX/NASDAQ which have
an average market capitalization of $626.647 million as can be gleaned from the information shownin
the table on the bottom half of page 3 of this Schedule.

Average size premium applicable to the 8" and 9" deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the information shown on page 15 of this Schedule.

From page 1 of Schedule PMA-4.

With an estimated market capitalization of $1, 158 741 million, the proxy group of four Value Line
(Standard Edition) water companies falls in the 7" decile of the NYSE/AMEX/NASDAQ which has an
average market capitalization of $1,146.604 million as shown in the table on the bottom haif of page 3
of this Schedule.

Size premium applicable to the 7" decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Schedule.

Source of Information: Ibbotson Associates, Stocks, Bonds, Bills and inflation — Valuation Edition — 2007

Yearbook, Morningstar, Inc., Chicago, IL, 2007



Southiand Utilities, Inc

Market Capitaiization of Southiand Utiiities, Inc.
the Proxy Group of Eight AUS Utility Reports Water Companies and the

the Proxy Group of Four Value Line (Standard (Edition) Waler Companies

1 2 3

Totai Common
Equity at March

Book Value per
Share at March 31,

Common Slock Shares
Qutstanding at March 31,

>

Closing Stock
Market Price on

i

Marke!-to-8ook
Ratio at July 10,

i

Market

Capitalization on

Company 2007 2007 (1) 34,2007 July 10, 2007 2007 (2} July 10. 2007 (3)
{ millions ) ( millions 1 { miltions |
Southland Utilities, Inc. NA (4) NA $ Q055 (4) NA
Based upon the Proxy Group of Eight AUS Utility Reports 2274 % (5 % 0.125_(8)
Water Companies
Based upon the Proxy Group of Four Value Line
{Standard Edition) Water Comparies 2287 % (7) 8 0.126 (8)
Proxy Group of Eight AUS Ulility Reports Water Companies
American States Water Co. 17.055 $ 16.847 $ 287.319 $ 35.260 2093 % $ £601.359
Aqua America, inc. 133.261 6.985 928,164 22.280 318.9 2,968.065
Artesian Resources Comp. 8.273 14,659 $1.958 18,200 131.0 120,442
Califorma Water Service Group 20.659 18.100 373.830 36.690 2027 757.979
Connecticut Water Service Inc. B.304 11,928 $9.049 24.580 206.1 204.112
Middlesex Water Company 13.168 3806 129.121 18.860 192.3 248.348
SJW Corp. 18.312 12,435 227.707 31.870 257.1 585,435
York Water Company 11.218 5.854 £65.672 17.690 300.8 197.549
Average 2B.531 $ 12.074 $ 275.365 $ 25.806 2274 % $ 710.538
Proxy Greup of Four Value Line (Standard Edition) Water
Companies
American States Water Co. 17.0585 $ 16.847 3 287.319 $ 35.260 209.3 % $ 601.358
Aqua America, Inc. 133.261 6.965 928.164 22.280 319.8 2,969.055
Califorria Water Service Group 20658 18.100 373.930 36.690 2027 757.979
Southwast Water Company 24.026 6.977 167.641 12.760 182.9 306.572
48.750 $ 12.222 $ 439.264 $ 26.748 228.7 % $ 1,158.741

Notes:

Source of information:

NA = Nol Available

(1) Column 3/ Column 1.
(2) Column 4/ Column 2.
{3) Column 5 * Column 3,
{(4) Company-provided at June 30, 2007

(5} The market-to-book ratio of Southland Utilities, inc. at July 10, 2007 is assumed to be equal to the average market-to-book ratio at July 10, 2007 of the

proxy group of eight AUS Utility Reports water companies.
(6

Southland Utilities, Inc.'s comman stock, if traded, would trade at a market-to-book ratio equat to the average market-to-book ratio at July 10, 2007 of the

proxy group of eight AUS Wtility Reports water comparues, 227.4%, and Southland Utilities, Inc.'s market capitalization at July 10, 2007 would therefore

have besn $0.125 million. (80,125 = $0.055 * 227.4%).

(7) The market-to-book ratio of Southland Utilities, Inc. at July 10, 2007 is assumed to be equai to the average markel-ta-book ratio at July 10, 2007 of the

proxy group of four Value Line (Standard Edition) water comparnies.
(8

Southland Utilities, Inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average markel-to-book ratio at July 10, 2007 of the

proxy group of four Value Line (Standard Edition) waler companies, 228.7%, and Southland Utilities, Inc.'s market capitalization at July 10, 2007 would

therefore have been $0,126 million. ($0.126 = $0.055 * 228.7%).

Standard & Poor's Compustat Services, Inc. Research Insight PCPlus Data Base
finance.yahoo,com
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Stocks, Bonds, Bills,

and Inflation

Market Results for
19262006
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Chapter /

Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance is that of a relationship berween firm
size and return. The relationship curs across the entire size spectrum but is most evident among
smaller companies, which have higher returns on average than larger ones. Many studies have looked
at the effect of firm size on return.’ In this chapter, the returns across the entire range of firm size

are examined.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by the Center for Research in Security Prices {CRSP}
at the University of Chicago’s Graduate School of Business. CRSP has refined the methodology of cre-
ating size-based portfolios and has applied this methodology to the entire universe of
NYSE/AMEX/NASDAQ-listed securities going back to 1926.

The New York Stock Exchange universe excludes closed-end mutual funds, preferred stocks, real
estate investment trusts, foreign stocks, American Depository Receipts, unit investment trusts, and
Americus Trusts. All companies on the NYSE are ranked by the combined market capitalization of their
eligible equity securities. The companies are then split into 10 equally populated groups, or deciles.
Eligible companies traded on the American Stock Exchange (AMEX) and the Nasdaq National Market
(NASDAQ) are then assigned to the appropriate deciles according to their capitalization in relation to
the NYSE breakpoints. The portfolios are rebalanced, using closing prices for the last trading day of
March, June, September, and December. Securities added during the quarter are assigned to the
appropriate portfolio when two consecutive month-end prices are available. If the final NYSE price of
a security that becomes delisted is a month-end price, then that month’s return is included in the
quarterly return of the security’s portfolio. When a month-end NYSE price is missing, the month-end
value of the security is derived from merger terms, quotations on regional exchanges, and other sources.
If a month-end value still is not determined, the last available daily price is used.

Base security returns are monthly holding period returns. All distributions are added to the month-
end prices, and appropriate price adjustments are made to account for stock splits and
dividends. The return on a portfolio for one month is calculated as the weighted average of the
returns for its individual stocks. Annual portfolio returns are calculated by compounding the monthly

portfolio returns.

Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSEZAMEX/NASDAQ account for most of the total
market value of its stocks. Nearly two-thirds of the market value is represented by the first decile, which
currently consists of 168 stocks, while the smallest decile accounts for just over one percent of the

1 Rolf W. Banz was the first to document this phenomenon. See Banz, Rolf W. “The Relationship Between Returns and Market
Value of Common Stocks,” Journal of Financial Economics, Vol. 9, 1981, pp. 3~18-

Morningstar, inc 128
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Chapter 7

market value. The data in the second column of Table 7-1 are averages across all 81 years. Of course,
“the proportion of market value represented by the various deciles varies from year to year.

Columns three and four give recent figures on the number of companies and their market
capitalization, presenting a snapshot of the structure of the deciles near the end of 2006.

Table 7-1
Size-Decile Porifolios of the NYSE/AMEX/NASDAQ Size and Composition

1926 through September 30, 2006

Recent

Historical Average Retent Decile Market Recent
Percentage of Number of Capitalizati Percentage of

Decile Total Capitatization Companies {in th ds) Total Capitalizati
1-largest 63.26% 168 $3,586,845,750 61.64%
2 13.97% 179 2.148,608.950 1381%
3 7.57% 138 1,126,434,24D0 7.24%
4 4.73% 184 524,621,080 4.02%
5 3.24% 208 492,840,110 317%
6 2.38% 264 428,711,640 2.76%
7 1.74% 291 333,661,890 2.15%
8 1.28% 355 284,415,720 1,83%
3 1.00% 660 298,400,730 1.92%
10-Stallest 0.82% 1,744 229,218,310 1.47%
Mid-Cap 3-5 15.54% 581 2,243,894,380 15.41%
Low-Cap 6-8 541% 310 1,046,789,110 1.19%
Micro-Cap 9-10 1.83% 2,404 527,619,100 362%

Source: © 200703 CRSP® Center for Research in Security Prices. Gradvate School of Business, The University of Chicago.
Used with pesmissien. All rights reserved. www.crsp.uchicago.edu

Historical average percentage of total capitalization shows the average, over the last 81 years, of the decile market values
as a percentage of the total NYSE/AMEX/NASDAQ calculated each month. Number of companies in deciles, recent market
capitalization of deciles, and recent percentage of total capitalization are as of September 30, 2006.

Table 7-2 gives the current breakpoints that define the composition of the NYSE/AMEX/NASDAQ size
deciles. The largest company and its market capitalization are presented for each decile. Table
7-3 shows the historical breakpoints for each of the three size groupings presented throughout this
chapter. Mid-cap stocks are defined here as the aggregate of deciles 3-5. Based on the most recent data
(Table 7-2), companies within this mid-cap range have marker capitalizations at or below
$7,777,183,000 but greater than $1,946,588,000. Low-cap stocks include deciles 6-8 and currently
include all companies in the NYSE/AMEX/NASDAQ with market capitalizations at or below
$1,946,588,000 but greater than $626,955,000. Micro-cap stocks include deciles 9-10 and include
companies with market capitalizations at or below $626,955,000. The market capitalization of the

smallest company included in the micro-capitalization group is currently $2,247,000.

130 SBBI Valuation Edition 2007 Yearbook
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Firm Size and Beturn

Table 7-2

Size-Decile Portiolios of the NYSE/AMEX/NASDAQ, Largest Company
and Its Market Capitalization by Decile

September 30, 2006

Market Capitalization
of Largest Company

Decile {in th ds) Company Name
1-Largest $371,187,368 Exxon Mobil Corp.

2 16,820,566 EOG Resources Inc

3 7,777,183 Xcel Energy Inc.

4 4,085,184 First American Corp /CA
5 2,848,771 Scotts Miracle Gro Co
6 1,946,588 DRS Technologies Inc.
7 1.378.476 ESCO Technologies Inc
8 976,624 Kol tnc

9 626,955 Bandag Inc.
10-Smallest 314,433 M & F Worldwide Corp

Source: Center for Research in Security Prices. University of Chicago

Presentation of the Decile Data

Summary statistics of annual returns of the 1o deciles over 1926-2006 are presented in Table 7-4. Note
from this exhibit that both the average return and the total risk, or standard deviation of annual returns,
tend to increase as one moves from the largest decile to the smallest. Furthermore, the
serial correlations of returns are near zero for all but the smallest two deciles. Serial correlations and
their significance will be discussed in detail later in this chapter.

Graph 7-1 depicts the growth of one dollar invested in each of three NYSE/AMEX/NASDAQ
groups broken down into mid-cap, low-cap, and micro-cap stocks. The index value of the entire
NYSE/AMEX/NASDAQ is also included. All returns presented are value-weighted based on the
market capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect
in some years is noteworthy. While the largest stocks actually declined 9 percent in 1977, the
smallest stocks rose more than 20 percent. A more extreme case occurred in the depression-recovery
year of 1933, when the difference between the first and tenth decile returns was far more
substantial, with the largest stocks rising 46 percent, and the smallest stocks rising 224 percent. This
divergence in the performance of small and large company stocks is a common occurrence.

Morningstar, Inc. 131
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Table 7-3
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group

from 1926 to1965

Capitalization of Largest Company Capitalization of Smallest Company
{in thousands) {in thousands)
Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap
{Sept 30) 35 b-8 510 3-5 6-8 3-19
1876 $61,490 $13.835 $4,263 $13.850 $4,278 343
1927 $65,078 $14,522 $4,450 $14,664 $4,485 365
1928 $81,095 $18,788 $5.118 $18.801 $5,170 $135
1929 $103,054 $24,300 $5,850 324,328 §5,862 3118
1930 $66,750 312,318 $3.356 $13,050 $3,358 $30
1931 $43,120 $8,142 $1,844 $8.222 $1,946 315
1832 $12,667 $2,208 3468 $2,223 3469 $19
1933 $40,298 $7,280 $1,875 $7,346 $1,392 $120
1934 $38,018 $6,638 31,691 $6.669 31022 $69
1835 $37,631 $6,549 $1,350 $6.605 $1,383 $38
1336 $46,880 $11,526 $2,800 $11,563 $2,801 $98
1837 $51,750 $13,635 $3,563 $13,793 $3,600 368
1838 $36,102 $8.372 $2,185 $8.400 $2,20D 360
1933 $35.408 $7.478 §1,854 $7,500 $1,850 375
1940 $30.830 $8.007 31,872 38,138 $1,929 351
194} $31.358 $8,336 $2,087 38,357 $2,100 372
1942 $26.037 36,870 $1.778 $6.875 $1,788 $82
1943 342,720 §11,403 $3,847 IN.a7s $3,503 §385
1944 346,221 $13.066 34,812 $13,068 $4,820 $309
1345 $55,268 $17.575 36,428 $17,584 36,466 $225
1946 $77,764 $24,192 $10,143 $24,199 $10,168 $829
1947 357,942 $12,735 $6,380 $17.872 $6.410 $747
1348 357,238 $19,632 37,328 $18,651 $7,348 $784
1943 $56,082 $14,543 $5,108 $14,577 $5.112 $379
1950 366,143 318,675 $6,225 $18,700 $6,243 $363
1951 $82,517 $22,750 §7.598 $22,860 $7,600 $668
1952 $97,836 $25,452 $8.,480 $25,532 $8,551 3480
1953 $98,585 $25,374 $8,168 $25,395 38,177 $453
1954 $125,834 $28,707 8,488 528,791 $8,502 3463
1955 $170,823 $41,681 $12,444 341,861 $12,524 3553
1956 $183,782 $46,886 $13,623 347,103 $13,658 $1122
1957 $134,300 $47,658 $13.848 $48,508 $13,950 $925
1358 $195,536 $46,774 $13,816 $46,871 $14,015 $550
1953 $256,283 $64.110 $19,548 $64,221 318,70 §1.,804
1960 $252,292 $61.528 $19,344 $61,536 §$18,385 3831
1961 $301.464 $77,996 $23,562 $78,976 $23,613 $2,455
1962 $250,786 $58.785 318,744 $58,866 318,952 $1.018
1963 $308,503 $71,846 $23,927 $71.971 $24,056 $296
1964 $348,675 $79,508 325,585 $79,937 $25,807 $223
1965 $365,675 $84,600 $28,483 $85,065 $28,543 $250

Source. Center for Research in Security Prices, University of Chicago.

132 SBBI Valuation Edition 2007 Yearbook
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Table 7-3 (continued)

Size-Decile Portfolios of the NYSE/AMEX/NASDAG

Largest and Smaltest Company by Size Group

from 1966 to 2006

Capitalization of Largest Company

Capitalization of Smallest Company

{in thousands} {in thousands)
Date Mid-Cap Lsw-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap
{Sept 30) 35 58 3-10 3-5 6-8 9-10
1966 $403,137 $99,950 $34.884 $100,107 $34,966 5381
1967 $458,438 $118,988 $42,188 319,635 $42.237 $381
1968 $531,306 $150,833 $60.543 $151,260 $60,718 $592
1969 $518.485 $146,792 $54,353 $147.311 $54,503 $2,119
1970 $382.884 $94,754 $28,916 $94,845 $29.932 $822
1971 $551,690 $147,426 $45,570 §147,810 $45,57 $865
1972 $557,181 $143,835 $46.728 $144,263 $46,757 $1.031
1973 $431,354 $36,639 $29,352 $96,710 $29,430 $561
1974 $356,876 $79.878 $23,355 $80,280 $23,400 $444
1975 $477,054 $102.313 $30,353 $103.283 330,394 $540
1476 $566,296 $121,717 $34,864 $121,992 $34,801 3564
1977 $584,577 $139.196 $40,700 $138,520 340,765 $513
1978 $580,881 $164,093 $47.927 $164,455 $48,038 $830
1979 $665,018 $177,378 $51,187 $177,769 351,274 3948
1980 $762,185 $193,312 $50,496 §199,315 350,544 3543
1981 $962.397 $264.690 $72,104 $264.783 $72,450 $1,446
1982 $770.517 £210,300 $55,336 $210,630 $55.423 $1.,060
1983 $1,208.811 $353,888 $104,382 $356,238 $104,588 §2,025
1884 $1,075.,436 $315,965 $91,004 $316.103 $91,195 $2.093
1985 $1,440,436 $370,224 $94,875 $370.729 $94,887 $760
1986 $1,857,621 $443,015 3110617 $449,462 $110,953 $706
1987 $2.059,143 $468,948 $113.418 $470,662 $313,430 $1.217
1988 $1,957,926 $421.340 394,443 $421,675 $34,5673 3696
1589 $2,145,947 $480,875 $100,285 $483,623 $100,384 $%6
1990 $2.11.217 $474,065 $93,750 $474,477 $93,790 $132
1991 $2,129,863 $457,958 $87,586 $458,853 387,733 $278
1992 $2,428,671 $500,327 $103,352 $500,346 $103,500 $510
1993 $2,705,182 $603,588 $137,105 $607,448 $137,137 $602
1994 $2,470,244 $596,058 $148,104 $597,975 $140,216 $598
1935 $2,789,938 $647.210 $155,386 $647,253 $155,532 $89
1996 $3,142,657 $751.316 $193,001 $751,680 $193,016 $1,043
1997 $3.484,440 $813,823 $228,500 $814,355 $228,058 $585
13998 $4,216,707 $925,688 $252,553 $926.215 $253,031 $1.671
1999 $4,251,741 $875,309 3270,397 $875,582 $220,456 $1,502
2000 $4,143.302 $840,000 $192,083 $840,730 $192,438 $1,393
2001 §5,156,315  $1,108.224 $265,734 $1,108,969 $265,736 $443
2002 $4,830,326  $1.116,525 $308,980 $1,124,301 $309,245 3501
2003 $4,744580  §1,163,369 $329,060 $1,163,423 $329,529 $332
2004 $6,241,853  $1,607.854 $505,437 $1,607,931 $506.410 $1,393
2005 $7,187,244  $1,728,888 $586.393 $1,729,364 $587,243 $1.079
2006 $7,777,183  $1,946,588 $626,955 $1,947,240 $627,017 §2,247

Source: Center for Research in Secusity Prices, University of Chicago.

Morningstar, Inc 133
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Table 7-4
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, Summary Statistics of Annual Retuins

1926-2006

Geomelric Arithmetic Standard Serial
Decile Mean Mean Deviation Correlation
1-targest 8.6 113 13.06 0.08
2 1.0 13.3 .72 0.03
3 11.3 138 2351 -0.02
4 113 14.3 2578 —0.02
5 1.7 14.9 26.61 -0.02
6 1.8 153 72767 0.04
7 1.7 156 29.80 0.0
) 11.9 16.6 3327 0.04
g 123 17.5 36.31 0.05
10-Smallest 14.0 21.8 45.16 0.15
Mid-Cap, 3-5 11.4 142 2453 -0.02
tow-Cap, 6-8 1.8 157 2834 0.03
Micrp-Cap, 3-10 12.8 18.8 38.92 008
NYSE/AMEX/NASDAQ 10.1 121 20.08 003

Total Value-Weighted Index

Source: Center for Research in Security Prices, Uriversity of Chicago

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stocks does not,
in the context of the capital asset pricing model (CAPM), fully account for their higher returns over the
long term. In the CAPM only systematic, or beta risk, is rewarded; small company stocks have had
returns in excess of those implied by their betas.

Second, the calendar annual return differences between small and large companies are serially
correlated. This suggests that past annual returns may be of some value in predicting future annual
rerurns. Such serial correlation, or autocorrelation, is practically unknown in the market for large stocks
and in most other equity markets but is evident in the size premia.

Third, the firm size effect is seasonal. For example, small company stocks outperformed large com-
pany stocks in the month of January in a large majority of the years. Such predictability is surprising and
suspicious in light of modern capital market theory. These three aspects of the firm size effect—
long-term returns in excess of systematic risk, serial correlation, and seasonality—will be analyzed

thoroughly in the following sections.
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Graph 7-1

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ: Wealth Indices of Investments in Mid-, Low-, Micro- and
Total Capitalizatien Stocks
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Long-Term BReturns in Excess of Systematic Risk
The capital asset pricing model (CAPM) does not fully account for the higher rerurns of small company
stocks. Table 7-5 shows the rerurns in excess of systematic risk over the past 81 years for each decile of

the NYSE/AMEX/NASDAQ. Recall that the CAPM is expressed as follows:
k= r+ (B, X ERP)

Table 7-5 uses the CAPM to estimate the return in excess of the riskless rate and compares this estimate
to historical performance. According to the CAPM, the expected return on 2 security should consist of
the riskless rate plus an additional return to compensate for the systematic risk of the security. The
return in excess of the riskless rate is estimated in the context of the CAPM by multiplying the equiry
risk premivm by B (beta). The equity risk premium is the return that compensates investors for taking
on risk equal to the risk of the market as a whole {systematic risk).? Beta measures the extent to which
a security or portfolio is exposed to systematic risk.’ The beta of each decile indicates the degree to
which the decile’s return moves with that of the overall market,

A beta greater than one indicates that the security or portfolio has greater systematic risk than the
market; according to the CAPM equation, investors are compensated for taking on this additional risk.
Yet, Table 7-5 illustrates that the smaller deciles have had returns thar are not fully explained by their
higher betas. This return in excess of that predicted by CAPM increases as one moves from the largest
companies in decile 1 to the smallest in decile 10. The excess return is especially pronounced for micro-
cap stocks (deciles 9-10). This size-related phenomenon has prompted a revision to the CAPM, which
includes a size premium. Chapter 4 presents this modified CAPM theory and its application in more
detail.

This phenomenon can also be viewed graphically, as depicted in the Graph 7-2. The security
market line is based on the pure CAPM without adjustment for the size premium. Based on the risk
(or beta) of a security, the expected return lies on the security market line. However, the actual historic
returns for the smaller deciles of the NYSE/AMEX/NASDAQ lie above the line, indicating thar these
deciles have had returns in excess of that which is appropriate for their systematic risk.

2 The equity risk premium is estimated by the 81-year arithmetic mean return on Jarge company stocks, 12.34 percent, Jess
the 81-year arithmetic mean income-return component of zo-year government bonds as the historical riskless rate, in this
case 5.21 percent. (It is appropriate, however, to match the maturiry, or duration, of the riskless asset with the investment
horizon.} See Chapter 5 for more detail on equity risk premium estimation.

3 Historical betas were calculated using a simple regression of the monthly portfolio (decile) rotal returns in excess of the
30-day U.S. Treasury bill total rerurns versus the s&p 500 total returns in excess of the 30-day U.S. Treasury bill,
January 1926-December 2006. See Chapter 6 for more derail on beta estimation.
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Table 7-5
Long-Term Returns in Excess of CAPM Estimation for Decile Portiolios of the NYSE/AMEX/NASDAQ
1926~-2006
Realized Estimated Size Premium
Arithmetic Retum in Retwrn in {Return in
Mean Excess of Excess of Exeess of
Decile Beta® Retorn Riskless Rate** Riskless Ratet CAPM)}
1-Largest 091 11.35% 6.13% B.49% -0.36%
2 104 13.25% 8.04% 7.39% 0.65%
3 130 13.85% 8.64% 1.82% 0.81%
4 113 14 28% 9.07% 8.04% 1.03%
5 116 14.92% 3.71% 8.26% 1.45%
6 1.18 15.33% 10.11% 8.45% 1.67%
7 1.23 15 63% 10.42% 8.80% 162%
g 1.28 16.61% 11.39% 9.12% 2.28%
g 1.34 17.48% 12.27% 857% 2.70%
10-Smallest 1.4% 2157% 16.36% 10.08% 8.27%
Mid-Cap, 3-5 112 14 15% 8.94% 7.97% 0.97%
tow-Cap, 6-8 122 1567% 10.46% 8.70% 1.76%
Micro-Cap, §-10 536 18.77% 13.56% 9.68% 388%

*Betas are estimated from monthiy postiolio 1otal returns in excess of the 30-day U S Treasury bill totat return versus the S&P 500 total returns
in excess of the 30-day U S Treasury bill, January 1926-December Z006.

**Historical riskless rate is measured by the B1-year arithmetic mean income return component of 20-year government bonds (5.21 percent}

tCalculated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimated by the arithmetic
mean total seturn of the S&P 500 {12 34 percent] minus the arithmetic mean income return component of 20-year government bonds
{5.21 percent} from 1926-2008

Graph 7-2

Security Market Line versus Size-Decile Porifolios of the NYSE/AMEX/NASDAQ
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Further Analysis of the 10th Decile

The size premia presented thus far do a great deal to explain the return due solely to size in publicly
traded companies. However, by splitting the 1oth decile into two size groupings we can get a closer look
at the smallest companies. This magnification of the smallest companies will demonstrate whether the
company size to size premia relationship continues to hold true.

As previously discussed, the method for determining the size groupings for size premia analysis
was to take the stocks traded on the NYSE and break them up into 10 deciles, after which stocks
traded on the AMEX and NASDAQ were allocated into the same size groupings. This same method-
ology was used to split the 1oth decile into two parts: 10a and 10b, with rob being the smaller of the
two. This is equivalent to breaking the stocks down into 20 size groupings, with portfolios 19 and 20
representing 1oa and rob.

Table 7-7 shows that the pattern continues; as companies get smaller their size preminm increases.
There is a noticeable increase in size premium from roa to zob, which can also be demonstrated
visually in Graph 7-3. This can be useful in valuing companies that are extremely small. Table 7-6
presents the size, composition, and breakpoints of deciles roa and tob. First, the recent number of com-
panies and total decile market capiralization are presented. Then the largest company and its marker
capitalization are presented.

Breaking the smallest decile down lowers the significance of the results compared to results for the
toth decile taken as a whole, however. The same holds true for comparing the 1oth decile with the
Micro-Cap aggregation of the gth and 10th deciles. The more stocks included in a sample the more
significance can be placed on the results. While this is not as much of a factor with the recent years of
data, these size premia are constructed with data back to 1926. By breaking the 10th decile down into
smaller components we have cut the number of stocks included in each grouping. The change over time
of the number of stocks included in the 1oth decile for the NYSE/AMEX/NASDAQ is presented in Table
7-8. With fewer stocks included in the analysis early on, there is a strong possibility that just a few
stocks can dominate the returns for those early years.

While the number of companies included in the 1oth decile for the early years of our analysis is
low, it is not too low to still draw meaningful results even when broken down into subdivisions 10a and
1ob. All things considered, size premia developed for deciles 10a and 1ob are significant and can be used
in cost of capital analysis. These size premia should greatly enhance the development of cost of capital

analysis for very small companies.

Table 7-6
Size-Decile Portiolios 10a and 10b of the NYSE/AMEX/NASDAQ,

Largest Company and lts Market Capitalization

September 30, 2006
Becent Decile Market Capitalization
Recent Number Market Capitalization of Largest Company Company
Decile of Companies (in thousands) {in thousands) Name
10a 511 124,268,473 314,433 M & F Woridwide Corp
10b 1,237 103,630,389 173,439 Great Lakes Bancorp Inc. New

Note: These numbers may not aggregate to equal decile 10 figures.
Source: Center for Research in Security Prices, University of Chicago
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Teble 7-7

Long-Term Betuvins in Excess of CAPM Estimation for Decile Portlelios of the NYSE/AMEX/NASDAG,

with 10th Decile Split

1926-2006
Realized Estimated Size Premism
Arithmetic Return in Return in {Return in
Mean Excess of Excess of Excess of
Beta* Return Riskless Rate™* Riskless Ratet CAPM)
1-largest 091 11.35% 6.13% 6.43% ~0.36%
? 1.04 13.25% 8.04% 7.38% 0.65%
3 1.10 13.85% 8.64% 782% 081%
4 113 14.28% 9.07% 8.04% 1.03%
5 1.16 1492% 9.71% 8.26% 1.45%
6 118 15.33% 10.11% 8.45% 1.67%
7 1.23 1563% 10 42% 8.80% 162%
8 1.28 1661% 11.38% 9.12% 2.28%
g 134 17.48% 12.27% 357% 2.70%
10a 143 19.74% 14.53% 10.37% 4.35%
10b-Smallest 1.39 24.78% 19.57% 9.89% 9.68%
Mid-Cap, 3-5 P12 14.15% 8.94% 7.97% 0.97%
Low-Cap, 6-8 1.22 15.67% 10.46% B.70% 1.76%
Micro-Cap, 8-10 1.36 18.77% 13.56% 3.68% 3.88%

*Betas are estimated from monthly portiotio total returns in excess of the 30-day U.S. Treasury bill total return versus the S&P 500 total returns

in excess of the 30-day U S. Treasury bill, January 1926-December 2006 .

**Historical riskless rate is measured by the B1-year arithmetic mean income return component of 20-year government bonds {5.21 percent)

1Calculated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimaied by the arithmetic
mean total return of the S&P 500 {12.34 percent) minus the arithmetic mean income return component of 20-year government bonds

15.21 percent) from 1326-2006.

Graph 7-3
Security Marlet Line versus Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, with 10th Decile Spiit
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Table 7-8

Historical Number of Companies for NYSE/AMEX/NASDAQ Decile 10
Sept. Number of Companies
1826 52"
1830 72
1940 78
1950 160
1960 108
1970 865
1980 685
1990 1,814
2000 1,827
2005 1,748
2006 1,744

*The fewest number of companies was 48 in March, 1826

Source: Center for Research in Secwrity Prices, University of Chicago.

Alternative Methods of Calculating the Size Premia

The size premia estimation method presenied above makes several assumptions with respect to the
market benchmark and the measurement of beta. The impact of these assumptions can best be examined
by looking at some alternatives. In this section we will examine the impact on the size premia of using a
different market benchmark for estimating the equity risk premia and beta. We will also examine the
effect on the size premia study of using sum beta or an annual beta.*

Changing the Market Benchmark

In the original size premia study, the s&P 500 is used as the market benchmark in the calculation of the
realized historical equity risk premium and of each size group’s beta. The NYSE total value-weighted
index is a common alternative market benchmark used to calculate beta. Table 7-9 uses this market
benchmark in the calculation of beta. In order to isolate the size effect, we require an equity risk
premium based on a large company stock benchmark. The NYSE deciles 1-2 large company index
offers a mumally exclusive set of portfolios for the analysis of the smaller company groups: mid-cap
deciles 3-5, low-cap deciles 6-8, and micro-cap deciles 9-10. The size premia analyses using these
benchmarks are summarized in Table 7-9 and depicted graphically in Graph 7-4.

For the entire period analyzed, 1926~2006, the betas obtained using the NYSE total value-
weighted index are higher than those obtained using the s&P s00. Since smaller companies had
higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as was
ilustrated in Chapter s, the equity risk preminm calculated using the NYSE deciles 12 benchmark
results in a value of 6.41, as opposed to 7.13 when using the s&P 500. The effect of the higher betas
and lower equity risk premium cancel each other out, and the resulting size premia in Table 7-9 are
slightly higher than those resulting from the original study.

4 Sum beta is the method of beta estimation described in Chaprer 6 that was developed to better account for the lagged
reaction of small stocks to market movements. The sum beta methodology was developed for the same reason that the
size premiz were developed; small company betas were too small to 2ccount for all of their excess returns.
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Utilities

The utilides rating methodology encompasses two basic
components: business risk analysis and financial analysis.
Evaluation of industry characteristics, the utility’s position
within that industry, its regulation, and its management
provides the context for assessing a firm’s finandal condi-
tion.

Historical analysis is a too! for identifying strengths and
weaknesses, and provides a starting point for evaluating
finandal conditfon. Business position assessment Is the
qualitative measure of a utility’s fundamental creditwor-
thiness. It focuses on the forces that will shape the utilities’
future.

The credit analysls of utilitles is quickly evolving, as
utiBitles are treated less as regulated monopolies and more
as entities faced with a host of challengers in a competitive
environment. Marketplace dynamics are supplanting the
power of regulation, making it critically fmportant to re-
duce costs and/or market new services in erder to thwart
competitors’ inroads.

Markets and service area economy

Assessing service territory begins with the economic and
demographic evaluation of the area in which the utility has
its franchise. Strength of long-term dernand for the produet
is examined from a macoeconomic perspective. This en-
ables Standard & Poor's to evaluate the affordability of
rates and the staylng power of demand.

Standard & Poor's tries to discern any secular consump-
Hon trends and, more importantly, the reasons for them.
Specific ftems examined include the size and growth rate
of the market, strength of the franchise, historical and
projected sales growth, income levels and trends in popu-
lation, employment, and per capita income. A utility with
a healthy economy and customer base—as illustrated by
diverse employment opportunities, average or above-av-
erage wealth and income statistics, and low unemploy-

ment—will have a greater capadty to support its opera-
tions.

For electric and gas utilitles, distribution by customer
class is scrutinized to assess the depth and diversity of the
utility’s customer mix. For example, heavy industrial con-
centration is viewed cautiously, since a utility may have
significant exposure to cyclcal volatility. Alternatively, a
large residential component ylelds a stable and more pre-
dictable revenue stream. The largest utility customers are
identified to determine their importance to the bottorn line
and assess the risk of their loss and potential adverse effect
on the utlity’s finandal position. Credit concerns arise
when individual customers represent more than 5% of
revenues. The company or industry may play a significant
role inthe overall economic base of the service area. More-
over, large customers may turn to cogeneration or alterna-
tive power supplies to meet their energy needs, potentially
leading to reduced eash flow for the utility (even in cases
where a large customer pays discounted rates and is not a
profitable account for the utility). Customer concentration
is less significant for water and telecormynunication utili-
ties.

Competitive position

As competitive pressures have intensified in the utilities
indusiry, Standard & Poor’s analysis has deepened to in-
clude a more thorough review of competitive position.

Electric utility competition

For electric utifities, competitive factors examined in-
clude: percentage of firm wholesale revenues that are most
vulnerable to competition; industrial load concentration;
exposure of key customers to alternative suppliers; com-
mercial concentrations; rates for various customer classes;
rate design and flexibility; production costs, both marginal
and fixed; theregtonal capacity situation; and transmission
constraints. A regional focus is evident, but high costs and
rates relative to national averages are also of significant
concern because of the potential for electricity substitutes
over time.

Mounting competition in the electric utilty industry
derives from excess generating capacity, lower barriers to
entering the electric generating business, and marginal
costs that are below embedded costs. Standard & Poor’s
has already witnessed declining prices in wholesale mar-
kets, as de facto retail competition Is already being seen in
several parts of the country. Standard & Poor's believes
that over the coming years more and more customers will
want and demand lower prices, Initial concerns focus on
the largest industrial Joads, but other customer classes will
be increasingly vulnerable. Competition will not necessar-
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ily be driven by legislation. Other pressures will arise from
global eompetition and improving technologles, whether
it be the declining cost of incremental generation or ad-
vances In transmission capacity or substitute energy
sources like the fuel cell. It is impossible to say precisely
when wide-open retail competition will occur; this will be
evolutionary. However, significantly greater competition
in retail markets is inevitable.

Gas utility competition

Similarly, gas utilities are analyzed with regard to their
competitive standing in the three major areas of demand:
residential, commerdal, and industrial. Although regu-
lated as holders of monopoly power, natural gas utilities
have for some time been actively competlng for energy
market share with fuel oll, electricity, coal, solar, wood, etc.
The long-term staying power of market demand for natu-
ral gas cannot be taken for granted. In fact, as the electric
utllity industry restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. In addition, independent gas market-
ers have made greater inroads behind the dty gate and are
competing for large gas users, Moreover, the recent trend
by state regulators to unbundle utility services Is creating
opportunities for outsiders to market niche products. Dis-
tributors still have the upper hand, but those who do not
reduce and control costs, and thus rates, could find com-
petition even more difficult

Natural gas pipelines are judged to carry a somewhat
higher business risk than distribution companies because
they face competition in every one of their markets. To the
extent a pipeline serves utilities versusindustrial end users,
its stability is greater. Over the next five years, pipeline
competition will heat up since many service contracts with
customers are expiring. Most distributeor or end-use cus-
tomers are looking to reduce pipeline costs and are work-
ing to improve their load factor to do so. Thus, pipelines
will likely find it difficult to recontract all capacity in
coming years. Being the pipeline of choice is a function of
attractive transportation rates, diversity and quality of
services provided, and capacity available ineach particular
market. In all cases though, perjodic discounting of rates
to retain customners will occur and put pressure on profit-

ability.

Water utility competition

As the last true utility monopoly, water utilitles face very
little competition and there is currently no challenge to the
continuation of franchise areas. The only exceptions have
been cases where investor-owned water companies have
been subject to condemnation and munidpalization be-
cause of poor service or political motivations. In that re-
gard, Standard & Poor’s pays close attention to costs and
rates in relation to neighboring utilities and national aver-
ages. (In contrast, the privatization of public water facilities
has begun, albeit at a slower pace than anticipated. This is
occurring mostly in the form of operating contracts and
public/private partnerships, and not in asset transfers.
This trend should continue as citles look for ways to bal-

30

ance their tight budgets.} Also, water utiliies are not fully
immune to the forces of competition; in a few instances
wholesale custormners can access more than one supplier.

Telephone competition

The Telecommunications Act of 1956 accelerates the con-
tinuing challenge to the local exchange companies’ (LECs)
century-old monopoly in the local loop. Competitive ac-
cess providers (CAPs), both facilities-based and resellers,
are aggressively pursuing customers, generally targeting
metropolitan areas, and promising lower rates and better
service.

Most long-distance calls are still originated and termi-
nated on the local telephone company network. To com-
plete such a call, the long-distance provider {including
AT&T, MCI, Sprint and a host of smaller interexchange
carriers or “IXCs”) must pay the local telephone company
a steep “access” fee to compensate the local phone com-
pany for the use of its local network. CAPs, in contrast,
build or lease facilities that directly connect customers to
their long-distance carrier, bypassing the local telephone
company and avolding access fees, and thereby can offer
lower long-distance rates. But the LECs are not standing
still; they are combating the loss of business to CAPs by
lowering access fees, thereby reducing the economicincen-
tive for a high usage Jong-distance eustomer to use a CAP.
LECs are attempting to make up for the loss of revenues
from lower access fees by increasing basic local service
rates {or at least not lowering them), since basic service is
far less subject to competition. LECs are improving oper-
ating efficlency and marketing high margin, value-added
new services. Additionally, in the wake of the Telecommu-
nications Act, LECs will capture at least some of the inter-
LATA long-distance market. As aresult of these initiatives,
LECs continue to rebuild thernselves—from the traditional
utility monopoly to leaner, more marketing oriented or-
ganizations. -

While LECs, and indeed all segments of the telecommu-
nications sector, face increasing competition, there are fa-
vorable industry factors that tend to offset heightened
business risk and auger for overall ratings stability for most
LECs. Importantly, telecommunications is a declining-cost
business, With increased deployment of fiber optics, the
cost of transport has fallen dramatically and digital switch-
ing hardware and software have ylelded more capable,
trouble-free and cost-efficient networks. As a result, the
cost of network maintenance has dropped sharply, asillus-
trated by the ratio of employees per 10,000 access lines, an
oft cited measurement of efficlency. Ratios as low as 25
employees per 10,000 lines are being seen, down from the
typical 40 or rnore employees per 10,000 ratio of only a few
years ago.

In addition, networks are far more capable. They are
tncreasingly digitally switched and able to accommodate
high-speed communications. The infrastructure needed to
accommodate switched broadband services will be built
into telephone networks over the next few years. These
advanced networks will enable telephone companies to
look to a greater variety of high-margin, value-added serv-
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ices. In addition to those current services such as call
waiting or caller ID, the delivery of hundreds of broadcast
and interactive video channels will be possible. While these
services offer the potential of new revenue streams, they
will simultaneocusly present a formidable challenge. LECs
will be entering the new (to themn) arena of multimedia
entertainment and will have to develop expertise in mar-
keting and entertainment programming acumen; such
skills stand in sharp contrast to LECs’ traditional strengths
in engineering and customer service.

Operations

Standard & Poor’s focuses on the nature of operations
from the perspective of cost, reliability, and quality of
service. Here, emphasis is placed on those areas that re-
quire management attentionin terms of time or money and
which, if unresolved, may lead to political, regulatory, or
competitive problems.

Operations of electric utilities

For electrics, the status of utility plant investment Is
reviewed with regard to generating plant availability and
utilization, and also for compHance with existing and con-
templated environmental and other regulatory standards.
The record of plant ocutages, equivalent availability, Joad
factors, heat rates, and capacity factors are examined. Also
important is effidency, as deflned by total megawatt hour
per employee and customers per employee. Transmission
interconnections are evaluated in terms of the number of
utilities to which the utility in question has access, the cost
structures and available generating capadty of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalation in decommissioning estimates, significant
weight is given to the operation of nuclear facilities. Nu-
clear plants are becoming more vulnerable to high produc-
tion costs that make thelr rates uneconomic. Significant
asset concentration may expose the utility to poor perform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or regulatory assets that may need to be
written off for the utility to remain competitive. Also,
nuclear facilities tend to represent significant portions of
their operators’ generating capability and assets. The loss
of a productive nuclear unit from both power supply and
rate base can Interrupt the revenue stream and create sub-
stantial additional costs for repairs and improvements and
replacement power. The ability to keep these stations run-
ning smoothly and economically directly influences the
ability to meet electric demand, the stability of revenues
and costs, and, by extension, the ability to maintain ade-
quate creditworthiness. Thus, economic operation, safe
operation, and long-term operation are examined in depth.
Specifically, ernphasis is placed on operation and mainte-
nance costs, busbar costs, fuel costs, refueling outages,
forced outages, plant statistics, NRC evaluations, the po-
tential need for repairs, operating licenses, decommission-
ing estimates and amounts held in external trusts, spent
fuel storage capacity, and management’s nuclear experi-

ence. In essence, favorable nuclear operations offer signifi-
cant opportunities but, if a nuclear unit runs poorly or not
at all, the attendant risks can be great.

Operations of gas utilities

For gas pipeline and distribution companies, the degree
of plant utilization, the physical condition of the mains and
lines, adequacy of storage to meet seasonal needs, “lost and
unaccounted for” gas levels, and per-unit nongas operat-
ing and construction costs are important factors. Efficiency
statistics such as load factor, operating costs per custorner,
and operating income per employee are also evaluated in
comparison to other utilitles and the industry as a whole.

Operations of water utilities

As a group, water utilities are continually upgrading
their physical plant to satisfy regulations and to develop
additional supply. Over the next decade, water systems
will increasingly face the task of maintaining compliance,
as drinking water regulations change and infrastructure
ages. Given that the Safe Drinking Water Act was author-
ized in 1974, the first generation of treatment plants built
to conform with these rules are almost 20 years old. Addi-
tionally, because the focus during this period was on sat-
Isfying environmental standards, deferred maintenance of
distribution systems has been common, especially in older
urban areas. The Increasing cost of supplying treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently, Standard &
Poor’s ant{cipates capital plans for rebuilding distribution
Hnes and major renewal and replacernent efforts aimed at
treatment plants.

Operations of telephone companies

For telephone companies, cost-of-service analysis fo-
cuses on plant capabjlity and measures of efficiency and
quality of service. Plant capability is ascertained by Jooking
at such parameters as percentage of digitally switched
Bnes; fiber optic deployment, in particular in those por-
tions of the plant key to network survival; and the degree
of broadband capacity fiber and coaxial deployment and
broadband switching capacity. Efficiency measures in-
clude operating margins, the ratio of employees per 10,000
access Hnes, and the extent of network and operatlons
consolidation. Quality of service encompasses examina-
ton of quantitative measures, such as trouble reports and
repeat service calls, as well as an assessment of qualitative
factors, that may include service quality goals mandated
by regulators.

Regulation

Regulatory rate-setting actions are reviewed on a case-
by-case basis with regard to the potential effect on credit-
worthiness. Regulators’ authorizing high rates of return is
of little value unless the returns are earnable. Furthermore,
allowing high returns based on noncash items does not
benefit bondholders. Also, to be viewed positively, regula-
tory treatrent should allow consistent performance from
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period to period, giventhe importance of financial stability
as a rating conslderation.

The utility group meets frequently with commission and
staff members, both at Standard & Poor’s offices and at
commission headquarters, demonstrating the importance
Standard & Poor’s places on the regulatory arena for credit
quality evaluation. Input from these meetings and from
review of rate orders and their impact weigh heavily in
Standard & Poor’s analysis.

Standard & Poor’s does not “rate” regulatory commis-
sions. State commissions typically regulate a number of
diverse industries, and regulatory approaches to different
types of companies often differ within a single regulatory
jurisdiction. This makes it all but impossible to develop
inclusive “ratings” for regulators.

Standard & Poor’s evaluation of regulation also encom-
passes the adminlistrative, judicial, and legislative proc-
esses involved in state and federal regulation. These can
affect rate-setting activitles and other aspects of the busi-
ness, such as competitive entry, environmental and safety
rules, facility siting, and securlties sales.

As the utility industry faces an increasingly deregulated
environment. alternatives to traditional rate-making are
becoming more critical to the ability of utilities to effec-
tively compete, maintain earnings power, and sustain
creditor protectfon. Thus, Standard & Poor’s focuses on
whether regulators, both state and federal, will help or
hinder utilities as they are exposed to greater competition.
There is much that regulators can do, from allocating costs
to more captive customers to allowing pricing flexibil-
ity—and sometimes just stepping out of the way.

Under traditional rate-making, rates and earnings are
tled to the amount of invested capital and the cost of
capital. This can sometimes reward companles more for
Jjustifying costs than for containing them. Moreover, most
current regulatory policles do not permit utilities to be
flexible when responding to competitive pressures of a
deregulated market. Lack of flexible tariffs for electric utili-
tles may lure large customers to wheel cheaper power from
other sources.

In general, a regulatory jurisdiction is viewed favorably
if it perrnits earning a return based on the ability to sustain
rates at competitive levels. In addition to performance-
based rewards or penalties, flexible plans could include
market-based rates, price caps, index-based prices, and
rates premised on the value of customer service. Suchrates
more closely mirror the cornpetitive environment that uti-
ties are confronting.

Electric industry regulation

The ability to enter into long-term arrangements at ne-
gotiated rates without having to seek regulatory approval
for each contract Is also important in the electric industry.
(While contracting at reduced rates constrains financial
performance, it lessens the potential adverse impact in the
event of retail wheeling. Since revenue losses assoclated
with this strategy are not likely to be recovered fromrate-
payers, utilities must control costs well enough to remain
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competitive if they are to sustaln current levels of bond-
holder protection.)

Natural gas industry regulation

Inthe gas Industry. too, several state comrnission policies
welgh heavily in the evaluation of regulatory support.
Examples include stabilization mechanisms to adjust reve-
nues for changes In weather or the economy, rate and
service unbundling decisions, revenue and cost allocation
between sales and transportation customers, flexible in-
dustrial rates, and the general supportiveness of construc-
ton costs and gas purchases.

Water industry regulation

In all water utility activities, federal and state environ-
mental regulations continue to play a critical role. The
legislative timetable to effect the 1986 amendments to the
Safe Drinking Water Act of 1374 was quite aggressive. But
environmental standards-setting has actually slowed over
the past couple of years due largely to increasing sentiment
that the stringent, costly standards have not been justified
on the basls of public health. A moratorium on the prom-
ulgation of significant new environmental rules is antid-
pated.

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tion, analysis of regulation of telephone operators will
continue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap mecha-
nism. The most important factor is to assess whether the
regulatory framework—no matter which type—provides
sufficdent financial incentlve to encourage the rated com-
pany to maintain its quality of service and to upgrade its
plantto accommodate new services while facing increasing
competition from wireless operators and cable television
companies,

Where regulators do stil} set tariffs based on an author-
ized return, Standard & Poor's strives to explore with
regulators their view of the rate-of-return components that
canmaterially impact reported versus regulatory earnings.
Specifically these include the allowable base upon which
the authorized return can be earned, allowable expenses,
and the authorized return. Since regulatory oversight runs
the gamut from strict, adversarial relationships with the
regulated operating companies to highly supportive pos-
tures, Standard & Poor’s probes beyond the apparent regu-
latory environment to ascertain the actual impact of
regulation on the rated cornpany.

Management

Evaluating the management of a utility is of paramount
importance to the analytical process since management’s
abilities and decisions affect all areas of a company’s op-
erations. While regulation, the economy, and other outside
factors can influence results, it is ultimately the quality of
management that determines the success of a company.
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With emerging competition, utility management will be
more closely scrutinized by Standard & Poor's and will
become an increasingly critical component of the credit
evaluation. Management strategies canbe the key determi-
nant in differentiating utilities and in establishing where
companies lie on the business position spectrum. It Is
imperative that managements be adaptable, aggressive,
and proactive if their utilities are to be vlable in the future;
this is especially Important for utilitles that are currently
uncompetitive.

The assessment of management is accomplished through
meetings, conversations, and reviews of company plans. It
1s based on such factors as tenure, industry experience,
grasp of Industry Issues, knowledge of customers and their
needs, knowledge of competitors, accounting and financ-
ing practices, and commitment to credit quality. Manage-
ment’s ability and willingness to develop werkable
strategies to address their systemns’ needs, to deal with the
competitive pressures of free market, to execute reasonable
and effective long-term plans, and to be proactive inlead-
ing their utilities into the future are assessed. Management
quality is also indicated by thoughtful balancing of public
and private priorities, a record of credibility, and effective
communication with the public, regulatory bodles, and the
finandal community. Boards of directors will receive ever
more attention with respect to their role in setting appro-
priate management incentives.

With competition the watchword, Standard & Poor's
also focuses on management’s efforts to enhance financial
condition. Management can bolster bondholder protection
by taking any number of discretionary actlons, such as
selling common equity, lowering the common dividend
payout, and paying down debt. Also important for the
electric industry will be creativity in entering into strategic
alliances and working partnerships that improve effl-
ciency, such as central dispatching for a number of utilities
or locking up at-risk customers through long-term con-
tracts or expanded flexible pricing agreements. Proactive
management teams will also seek alternatives to tradi-
tional rate-base, rate-of-return rate-making, move to adopt
higher depreciation rates for generating facilities, segment
customers by individual market preferences, and atternpt
to create superior service organizations.

Ingeneral, management’s ability to respond to mounting
competition and changes in the utility industry in a swift
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply

Assessment of present and prospective fuel and power
supply Is critical to every electric utility analysis, while
gauging the long-term natural gas supply position for gas
pipeline and distribution companies and the water re-
sources of a water ulllity is equally important. There is no
similar analytical category for telephone utilities.

Electric utilities
For electric utilities emphasis is placed on generating

reserve margins, fuel mix, fuel contract terms, demand-
side management techniques, and purchased power ar-
rangements. The adequacy of generating margins is
examined nationally, regionally, and for each individual
company. However, the reserve margin picture is mud-
died by the impredse nature of peak-load growth forecast-
inp, and also supply uncertainty relating to such things as
Canadian capacity avallability and potential plant shut-
downs due to age, new NRC rules, add rain remedies, fuel
sheortages, problems associated with nontraditional tech-
nologles, and so forth. Even apparently ample reserves
may not be what they seem. Moreover, the quality of
capadty is just as important as the size of reserves. Com-
panies’ reserve requirements differ, depending upon indi-
vidual operating characteristics.

Fuel diversity provides flexibility in a changing environ-
ment. Supply disruptions and price hikes can raise rates
and ignite political and regulatory pressures that uld-
mately lead to erosion in financlal performance. Thus, the
ability to alter generating sources and take advantage of
lower cost fuels Is viewed favorably.

Dependence on any single fuel means exposure to that
fuel’s problems: electric utilities that rely on oll or gas face
the potential for shortages and rapid price increases; utili-
ties that own nuclear generating facilities face escalating
costs for decommissioning; and coal-fired capacity entails
environmental problems stemming from concerns over
acid rain and the “greenhouse effect.”

Buying power from neighboring utilities, qualifying fa-
cility projects, or independent power producers may be the
best cholce for a utility that faces increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an alternative to new plant con-
struction. This can be an important advantage, since the
purchasing utility avoids potential construction cost over-
runs as well as risking substantial capital. Also, utilities can
avold the financial risks typical of a multiyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utilities that plan to meet dernand projections
with a portfolio of supply-side options also rnay be better
able to adapt to future growth uncertainties. Notwith-
standing the benefits of purchasing, such a strategy has
risks assoclated with it. By entering into a firm long-term
purchased power contract that contains a fixed-cost com-
ponent, utilitles can incur substantial market, operating.
regulatory, and financial risks. Moreover, regulatory treat-
ment of purchased power removes any upside potential
that might help offset the risks. Utilitles are not compen-
sated through incentive rate-making; rather, purchased
power s recovered dollar-for-dollar as an operating ex-
pense.

To analyze the financial impact of purchased power,
Standard & Poor’s first calculates the net present value of
future annual capadty payments (discounted at 10%). This
represents a potential debt equivalent—the off-balance-
sheet obligation that a utility incurs when it enters into a
long-term purchased power contract. However, Standard
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& Poor’s adds to the utility’s balance sheet only a portion
of this amount, recognizing that such a contractual ar-
rangement is not entirely the equivalent of debt. What
percentage is added is a function of Standard & Poor’s
qualitative analysis of the specific contract and the extent
to which market, operating, and regulatery risks are borne
by the utility (the risk factor). For unconditional, take-or-
pay contracts, the risk factor range is from 40%-80%, with
the average hovering around 60%. A lower risk factor is
typically assigned for system purchases from coal-fired
utililes and a higher risk factor is usually designated for
unit-specific nuclear purchases. The range for take-and-
pay performance obligations is between 10%-50%.

Gas utilities

For gas distribution utilities, long-term supply adequacy
obviously is critical, but the supply role has becorne even
more important In credit analysis since the Federal Energy
Regulatory Commission’s Order 636 eliminated the inter-
state pipeline merchant business. This thrust gas supply
responsibilities squarely on local gas distributors. Stand-
ard & Poor's has always belfeved distributor management
has the expertise and wherewithal to perform the job well,
but the risks are significant since gas costs are such a large
percentage of total utility costs. In that regard, It is impor-
tant for utilities to get preapprovals of supply plans by state
regulators or at least keep the staff and commissioners well
informed. To minimize risks, a well-run program would
diversify gas sources among different producers or mar-
keters, different gas basins in the V.S, and Canpada, and
different pipeline routes. Also, purchase contracts should
be firm, with minimal take-or-pay provisions, and have
prices tied to an Industry index. A modest percentage of
fixed- price gas is not unreasonable. Contracts, whether of
gas purchases or pipeline capacity, should be intermediate
term. Staggering contract expirations (preferably annu-
ally) provides an opportunity to be an active rnarket player.
A modest degree of reliance on spot purchases provides
flexibility, as does the use of market-based storage. Gas
storage and on-property gas resources such as liquefied
natural gas or propane air are effective peak-day and peak-
season supply management tools.

Since pipeline companies no longer buy and sell natural
gas and are just common carriers, connections with varied
reserve basins and many wells within those basins are of
great importance. Diversity of sources helps offset the risks
arising from the natural production declines eventually
experienced by all reserve basins and individual wells,
Moreover, such diversity can enhance a pipeline’s attrac-
tiveness as a transporter of natural gas to distributors and
end users seeking to buy the most economical gas available
for their needs.

Water utilities
Nearly all water systems throughout the U.S. have ample
fong-term water supplies. Yet to gain comfort, Standard &
Poor’s assesses the production capability of treatment
plants and the ability to pump water from underground
aguifers in relation to the usage demands from consumers.
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Having adequate treated water storage facilities has be-
come important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest is whether the resources are owned by the utility
or purchased fromother utilities or local authorities. Own-
ing properties with water rights provides more supply
security. This is especially so In states like California where
water allocations are being reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Since the primary cost for water companies s treat-
ment, it makeslittle difference whether raw water isowned
or bought. In fact, compliance with federal and state water
regulations is very high, and the overall cost to deliver
treated water to consumers remains relatively affordable.

Asset concentration in the electric
utility industry

In the electric industry, Standard & Poor’s follows the
operations of major generating facllities to assessif they are
well managed or troubled. Significant dependence on one
generating facility or a large financial investment in a
single asset suggests high risk. The size or magnitude of a
particular asset relative to total generation, net plant in
service, and common equity Is evaluated. Where substan-
tial asset concentration exists, the financial profile of a
company may experience wide swings depending on the
asset’s performance. Heavy asset concentration is most
prevalent among utilitfes with costly nuclear units.

Eamings protection

In this category, pretax cash income coverage of all inter-
est charges is the primary ratio. For this calculation, allow-
ance for funds used during construction (AFUDC) is
removed from Income and Interest expense. AFUDC and
other such noncash ftems do not provide any protection for
bondholders. To identify total interest expense, the analyst
reclassifies certain operating expenses. The interest com-
ponent of various off-balance-sheet obligations, such as
leases and some purchased-power contracts, isincluded in
interest expense. This provides the most direct indication
of a utility’s ability te service its debt burden.

While considerable emphasis In assessing credit protec-
tion is placed on coverage ratios, this measure does not
provide the entire earnings protection picture. Also impor-
tant are a company’s earned returns on both equity and
capital, measures that highlight a firm’s earnings perform-
ance. Conslideration is given to the interaction of embed-
ded costs, financial leverage, and pretax return on capital.

Capital structure

Analyzing debt leverage goes beyond the balance sheet
and covers quasi-debt items and elements of hidden finan-
cial leverage. Noncapitalized leases {(including sale/lease-
back obligations), debt guarantees, receivables financing,
and purchased-power contracts are all considered debt
equivalents and are reflected as debt in calculating capital
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structure ratios. By making debt level adjustments, the
analyst can compare the degree of leverage used by each
utility comnpany.

Furthermore, assets are examined to identify underval-
ued or overvalued ftemns. Assets of questionable value are
discounted to more accurately evaluate asset protection.

Some firms use short-term debt as a permanent plece of
their capital structure. Short-term debt also is considered
part of permanent capital when it is used as a bridge to
permanent financing. Seasonal, self-liquidating debt is ex-
cluded from the permanent debt amount, but this situation
is rare—with the exception of certain gas utilities. Given
the long life of almost all utility assets, short-term debt rnay
expose these companies to interest-rate volatility, remar-
keting risk, bank line backup risk, and regulatory exposure
that cannot be readily offset. The lower cost of shorter-term
obligations (assuming a positively sloped yleld curve) is a
positive factor that partially mitigates the risk of interest-
rate variability. As a rule of thumb, a level of short-term
debt that exceeds 10% of total capital Is cause for concern.

Similarly, if floating-rate debt and preferred stock con-
stitute over one-third of total debt plus preferred stock, this
level is viewed as unusually high and may be cause for
concern. It might also indicate that management Is aggres-
stve in its financial policies.

A Jayer of preferred stock in the capltal structure is
usually viewed as equity-—since dividends are discretion-
ary and the subordinated clalm on assets provides a cush-
fon for providers of debt capital. A preferred component
of up to 10% is typically viewed as a permanent wedge in
the capital structure of utilities. However, as rate-of-return
regulation is phased out, preferred stock may be viewed
by vtilities—as many industrial firms would—as a tempo-
rary option for companles that are not current taxpayers
that do not benefit from the tax deductibility of interest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to Induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility to preferred stock have become
very popular and do generally afford such financings with
equity treatment.

Cash flow adeguacy

Cash flow adequacy relates to a company’s ability to
generate funds internally relative to its needs. It is a basic
component of credit analysis because it takes cash to pay
expenses, fund capital spending, pay dividends, and make
interest and principal payments. Since both common and
preferred dividend payments are important to maintain
capital market access, Standard & Poor’slooks at cash flow
measures both before and after dividends are paid.

To determine cash llow adequacy, several quantitative
relationships are examined. Emphasis Is placed on cash
flow relative to debt, debt service requirements, and capital
spending. Cash flow adequacy is evaluated withréspect to
a firm's abllity to meet all fixed charges, induding capacity
payments under purchased-power contracts. Despite the
conditional nature of some contracts, the purchaser is ob-
ligated to pay a minimum capacity charge. The ratio used
is funds from operations plus interest and capacity pay-
ments divided by interest plus capacity payments.

Financial flexibility/capital attraction

Financing flexibility incorporates a utility’s financing
needs, plans, and alternatives, as well as its flexibility to
accomplish its financing program under stress without
damaging creditworthiness. External funding capability
complements internal cash flow. Espedally since utilities
are so capital intensive, a firm’s ability to tap capital mar-
kets on an ongolng basis must be considered. Debt capacity
reflects all the earlier elements: earnings protection, debt
leverage, and cashflow adequacy. Market access at reason-
ablerates Is restricted if areasonable capital structure is not
malntained and the company’s finandal prospects dim.
The analyst also reviews indenture restrictions and the
impact of additional debt on covenant tests.

Standard & Poor’s assesses a company's capacity and
willingness to issue commion equity. This is affected by
varlous factors, including the market-to-book ratio, divi-
dend policy, and any regulatory restrictions regarding the
composition of the capital structure,
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New Business Profile Scores Assigned for U.S. Utility and Power
Companies; Financial Guidelines Revised

tandard & Poor’s Ratings Sesvices has assigned new

business profile scores to U S utility and power compa-
nies to better reflect the relative business isk among com-
panies in the sector Standard & Poor’s also has revised its
published risk-adjusted financial guidetines. The new husi-
ness scores and financial guidelines do not represent a
change to Standard & Poor’s ratings eriteria or methodology,
and no ratings changes are anticipated from the new busi-
ness profile scores oi revised financial guidelines

New Business Profile Scores and Revised
Financial Guidelines

Standard & Poor's has always monitored changes in the
industry and altered its business risk assessments accord-
ingly This is the first time since the 10-point husiness pre-

file scale for U.S investorowned utifities was implemented
that a comprehensive assessment of the benefits and the
application of the methodology has been made. The prinei-
pal purpose was to determine if the methodology continues
to provide meaningful differentiation of business risk. The
review indicated that while business profite scoring contin-
ues to provide analytical benefits, the complete range of the
10-point scale was not being utilized to the fullest extent
Standard & Poor’s has also revised the key financial guide-
lings that it uses as an integral part of evaluating the credit
quality of US. utility and power companies. These guidelines
were last updated in June 1939 The financial guideines for
three principal ratios {funds from operations (FFO) intesest cov-
erage, FFO to total debt, and total debt to total capital) have
heen broadenad so as to be mose flexible. Pretax interest cov-

Chart
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New Business Prntile Store:

Chart 2
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erage as a key credit ratio was eliminated.

Finally, Standard & Poor’s has segmented the utility and
power industry intn sub-sectors based on the dominant cor-
porate stiategy that a company is pursuing Standard &
Poor’s has published a new U S utility and power company
ranking list that reflects these sub-sectors

There are numerous benefits to the reassessment Fuller
utilization of the entire 10-point scale provides a superior refa-
tive rznking of qualitative business risk A revision of the
financial guidelines supports the goal of net causing rating
changes from the recalibration of the business profiles
Classification of companies by sub-cectors will enstre greater
comparability and consistency in ratings. The use of industry
segmentation will also allow more in-depth statistical analysis
of ratings distributions and rating changes

The reassessment does not represent a change to
Standard & Poor’s criteria or methodology for determining
ratings for utility and power companies. Each business pro-
file score shoutd be considered as the assignment of a new
seore; these scores do not represent improvement or deteri-

Chan 3

oration in our assessment of an individual company’s bus}-
ness risk relative to the previously assigned score. The
financial guidelines continue to be risk-adjustad hasad on
historical utility and industrial medians Segmentation into
industry sub-sectors does not imply that specific company
characteristics will not weigh heavily into the assignment of
3 company’s business profile score

Resuits

Previously, 83% of U S utility and power husiness profile
scores fell between 3" and ‘6, which clearly does not
reflect the risk ditferentiation that exists in the ntility and
power industry today. Since the 10-point scale was intro-
duced, the industry has transformed into 3 much less
homogenous industry, where the divergence of business
risk—particularly regarding management, strategy, and
degree of competitive market exposure—has created a
much wider spectrum of risk profiles. Yet over the same
period, business profile scores actuatly converged more
tightly around & median score of "4’ The new husiness pro-

Transmission Only—Electric, Gas, and Other

% of companies

5

40

4

5.

(2]

B 7

Business Prolile Score

Chand
Integrated Eleetric, Gas, and Combination Utilities

S of companies

Business Profile Score
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Feature Article
file scores, as of June 2, are shown in Chart 1 The overall Return on invested capital;
median business profile score is now 'S’ & The execution record of stated business stategies,
Table 1 contains the revised financial guidelines 1t is B Accuracy of projected performance versus actual results,
important to emphasize that these metrics are only guida- as well as the trend,
lines associated with expectations for various 1ating fev- @ Assessment of management’s finaneial policies and atti-
els. Although credit ratio analysis is an important part of tude toward cresit; and
the ratings process, these thiee statistics are by no means & Corporate governance practices
the only critical financial measures that Standard & Poor’s Charts 2 through 6 show business profile scores broken
uses in its analytical process We also analyze a wide out by industry sub-sector. The five industry sub-sectors are
array of financial ratios that do not have published guide- @ Transmission and distribution—Water, gas, and electric;
lines for each sating category. g Transmission only—Electric, gas, and othet,
Again, ratings analysis is not driven solely by these Integrated electiic, gas, and combination utilities,
financial ratios, nor has it ever been. In fact, the new finan- @ Diversified energy and diversified nonenergy, and
cial guidelines that Standard & Poor's is incerporating for Energy merchan/power developer/trading and marketing
the specified rating categories reinforce the analytical cormpanies.
framework wheteby other factors can outweigh the achieve: The average business profile scores for transmission and
ment of otherwise acceptable financial ratios. These factors distribution companies and transmission-only companies are
incluge lower on the scale than the previous averages, while the aver-
@ Effectivenzss of liability and hiquidity management, age business profile scores for integrated utilities, diversified
@ Analysis of internal funding sources; energy, and encrgy merchants and developers aie higher
Chant §
Piversified Energy and Diversified Non-Energy
5 of companies
kil
%
b
15
5..
TV T
Business Profile Score
Chant 6
Energy Merchany/Developers/Trading and Marketing
% of compenies
3B
15
1B
T 7 s T
Business Profile Scores
Q Back to ~
Table of Contents
Next Page b Paged June7,2004
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See pages 16 to 13 for the company ranking list of busi- file scores are assigned to all rated utility and power compa-
ness profile scores segmented by industry sub-sector ang nies, whether they are holding companies, subsidiaries, or
ranked in order of credit rating, outiook, business profile stand-alone eorporations. For operating subsidiaiies and
score, and relative strength stang-alone companies, the score is a bottom-up assess-

ment Scores for families of companies are a composite of
Business Profile Score RMethodology the pperating subsidiaries” scores. The actual credit rating of
Standard & Poor’s methodology of determining corporate acompany is analyzed, in part, by comparing the business
utility business risk is anchored in the assessment of certain profile score with the risk-adjusted financial guidelines
specific characteristics that define the sector. We essign For most companies, business profile scores are
business profile scores to each of the rated companies in the assessed using five categories, specifically, regulation, mar-
utility and power secter on a 10-point scale, where 'Y’ repre- kets, operations, competitiveness, and management. The
sents the lowest risk and “10" the highest risk. Business pro- emphasis placed on each eategory may be influenced by the
Table 1
Revised Financial Guidelines
Funds from operations/interest coverage (x}
Business Profile AA BBB BB
1 3 25 25 1.5 15 1
2 4 3 3 /3 2 1
3 45 35 35 25 25 1.5 15 1
4 ] 47 42 35 35 25 25 15
5 55 45 45 38 38 28 28 1.8
] B 52 52 42 42 3 3 2
7 B 65 65 45 45 32 32 22
8 10 75 75 55 55 35 35 25
9 10 7 7 4 4 28
10 H g 8 5 5 3
Funds from operationftota} debt (%}
Business Profile AA BBB BB
1 28 15 15 10 10 5
2 25 28 20 12 12 8
3 30 25 25 15 15 10 10 5
4 35 28 28 20 20 12 12 8
5 40 30 30 22 22 15 15 10
6 45 35 35 28 28 18 18 12
7 55 45 45 30 30 20 20 15
8 70 55 55 40 40 25 25 15
] 65 45 a5 30 30 20
10 70 55 55 40 40 25
Total debt/total capital (%)
Business Profile AA BBB BB
1 48 55 55 60 6D 7
2 45 52 52 58 58 68
3 42 50 50 55 55 65 B85 78
4 38 45 45 52 52 62 62 68
5 35 47 42 50 50 60 60 65
B 32 40 40 a8 48 58 58 62
7 30 38 38 45 45 55 55 8D
8 25 35 35 47 42 52 52 58
9 32 40 40 50 50 55
10 Yisl 35 35 48 48 52
4 Back to
Table of Contents

Next Page >
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dominant stiategy of the company or other factors For
example, for a regulated transmission and disuibution com-
pany, regulation may account for 30% to 40% of the busi-
ness profile score because regulation ean be the single-
most important credit driver for this type of company
Conversely, competition, which may not exist for a transmis-
sion and distribution company, would provide a much lower
proportion {e.g, 5% to 15%] of the business profile score

For certain types of companies, such a5 power genera-
tors, power developers, oif and gas exploration and produc-
tion companies, or nonenergy-related holdings, where these
five eomponents may not be appropriate, Standard & Poor’s
wiil use other, more appropriate methodologies. Some of
these companies are assigned business profile scores that
are useful only for relative ranking purposes.

As noted above, the business profile score for a parent
or holding company is a composite of the business profile
scores of its individual subsidiary companies. Again,
Standard & Poor’s does not apply rigid guidelines for deter-

Page 6 June7, 2004

mining the proportion or weighting that each subsidiary rep-
resents in the overall business profile score. Instead, it is
determined based on a number of factors. Standard & Poor's
will analyze each subsidiary's contribution to FFO, forecast
capital expenditures, liquidity requirements, and other para-
meters, including the extent to which one subsidiary has
higher growth The weighting is determined case-by-case. 8
Renald M. Barone
New York {1} 212-438-7662
Richard W. Cortright, Jr.
New York {1} 212-438-7685
Suzanne G. Smith
New York (1) 212-438-2106
John W. Whitlock
New York {1} 212-438-7678
Andrew Watt
New York {1} 212-438-7868
Arthur F. Simonson
New York {1) 212-438-2044

Standard & Poor's Utilities & Perspectives



PROXY GRQUP OF EIGHT AUS UTILITY REPORTS WATER COMPANIES

CAPITALIZATION AND FINANCIAL STATISTICS (1)
2002 - 2006, INCLUSIVE

2008
CAPITALIZATION STATISTICS
AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL $532.756
SHORT-TERM DEBT $22.725
TOTAL CAPITAL EMPLOYED $535.480
INDICATED AVERAGE CAPITAL COST RATES (2)
TOTAL DEBT 6.32
PREFERRED STOCK 512
CAPITAL STRUCTURE RATIO
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT 48.72
PREFERRED STOCK 0.32
COMMON EQUITY 5096
TOTAL 100,00
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM 50.20
PREFERRED STOCK 0.32
COMMON EQUITY 49.48
TOTAL 100.00
FINANCIAL STATISTICS
FINANCIAL RATIOS - MARKET BASED
EARNINGS / PRICE RATIO 3.85
MARKET / AVERAGE BOOK RATIO 268.90
DIVIDEND YIELD 2.60
DIVIDEND PAYOUT RATIO 71.58
RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 1013
FUNDS FROM OPERATIONS / INTEREST COVERAGE (3) 4.05
FUNDS FROM QPERATIONS / TOTAL DEST (4} 18.91
TOTAL DEBT / TOTAL CAPITAL 50,20

See Page 2 for noles.

%

%

2005 2

004

(MILLIONS OF DOLLARS)

$478.132 $446.177
$23.004 19.724
§901.226 $465.901
6.15 % 6.18 %
5.05 479
50.93 % 50.26 %
0.36 0.39
48.71 4935
100.00 % 10000 %
52.45 % 5201 %
0.35 0.38
47.20 4761
100.00 % 10000 %
413 % 4.57 %
250.20 227.38
2.86 3.35
70.53 70.70
9.99 % 10.13 %
4.02 X 4.22 X
18.16 % 19.60 %
5245 % 5201 %

2003

$400.276
$25.263
$425.539

6.30
4.11

50.81
0.46
48.73

53.82
0.43
4575

4.34
22715
3.28
80.68
9.5¢
3.81
16.97

53.82

%

3
(=3
(=]
>

|

$348.252
$28.644

6.54
552

50.65
0.51
48.84

53.62
0.47
46,91

4,93
220.24
3.53
72.48
10.56
3.61
16.43

53.62

%

%

%

%

X

%

%

5 YEAR
AVERAGE

4,36 %
238.77

3.12
73,18
10.08 %

3.94 X
18.01 %

52.42 %

€ jo | abed

£-VINd 3inpayog
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Proxy Group of Eight AUS Utility Reports Water Companies
Capitalization and Financial Statistics
2002-2006, Inclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results

for each individual company in the group, and are based upon financial statements as originally reported
in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of
beginning and ending total debt or preferred stock reporied to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges divided by interest charges.

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria.

The basis of selection was to include those water companies: 1) which are included in the Water Company
Group of AUS Utility Reports (July 2007); 2) which have Value Line (Standard Edition) five-year EPS growth rate
projections or Reuters consensus five-year EPS growth rate projections; and 3) which have more than 70% of their
2006 operating revenues derived from water operations.

The following eight water companies met the above criteria:

American States Water Co.
Aqua America, Inc.

Artesian Resources, Inc.
California Water Service Group
Connecticut Water Service inc.
Middiesex Water Co.

SJW Corporation

York Water Co.

Source of Information:  Standard & Poor's Compustat Services, Inc., PC Plus / Research
Insight Database
EDGAR Online’s I-Metrics Database
Company Annual Forms 10K



American States Water Co.
tong-Term Debt
Preferred Stock
Common Equity

Total Capital

Agua America, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Artesian Resources Corp.
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

California Water Service Group
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Connecticut Waler Service, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Middlesex Water Company
Long-Term Debt
Preferred Stock
Common Equity
Total Capitat

SJW Corp.
Long-Term Debt
Preferred Stock
Common Equity
Totatl Capital

York Water Co.
Long-Term Debt
Preferred Stock
Common Equity
Totat Capital

Proxy Group of Eight AUS
Utility Reports Water Companies
Long-Term Debt
Preferred Stock
Common Equity
Total Capita!

Source of Information:  Standard & Poor's Compustat Services, Inc.,

2006

48 61
G oo
51.39
100.00

51.56
0.09
48.35
100.00

59 92
000
40.08
100,00

44 58
a50
54,92
100.00

4444
044

the Proxy Group of Eight AUS Utility Reports Waler Companies
for the Years 2002 through 2006

%

%

%

%

%

%

%

Capital Structure Based upon Total Permanent Capital for

2005 2004 2003
5046 % 4775 % 52 05
0.00 0.00 000
49.54 52.25 47.95
100.00 % 100.00 % 100.00
5261 % 5272 % 5276
0.09 0.08 007
47.30 47.20 47.17
100.00 % 100.00 % 100.00
6158 % 6030 % 60 47
0.00 000 007
38.42 39.70 39,46
100.00 % 100.00 % 100.00
48.07 % 4866 % 52 41
061 061 067
51.32 50.73 46.92
100.00 % 100.00 % 100.00
4565 % 4293 % 4358
0.49 054 057
53.86 56.53 55.85
100.00 % 100.00 % 100,00
5568 % 5399 % 54 05
170 1.88 223
42,62 44.13 43.72
100.00 % 100.00 % 100.00
4263 % 4377 % 45 64
0.02 004 005
57.35 56.19 54.31
100.00 % 100.00 % 100,00
50.71 % 51.94 % 4553
0.00 000 000
49.29 48,06 54.47
100.00 % 100.00 % 100.00
5093 % 5026 % 5081
036 039 0.46
48.71 49.35 .
100.00 % 100.00 % 100.00

Company Annual Forms 10-K

PC Plus ! Research Insight Data Base

%

%

%

%

%

%

%
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5YEAR
2002 AVERAGE
5340 % 5045 %
.00 8.00
46.60 49.55
100.00 % 100.00 %
55.58 % 5305 %
006 008
44.36 46.88
1060.00 % 100.00 %
5562 % 5958 %
0.17 005
44.21 40.37
100.00 % 100.00 %
5536 % 4382 %
077 063
43.87 49.55
100.00 % 100.00 %
44.57 % 4423 %
058 052
54,85 55.24
100.00 % i08.00 %
5224 % 5319 %
241 1.94
45.35 44.87
100.00 % 100.00 %
4172 % 43.12 %
0.07 0.04
58.21 56.84
100.00 % 100.00 %
4676 % 4875 %
0.00 000
53.24 51.25
100.00 % 100.00 %
5065 % 5027 %
051 041
48.84 49.32
100.00 % 100.00 %



PROXY GROUP OF FOUR VALUE (STANDARD EDITION) LINE WATER COMPANIES

CAPITALIZATION STATISTICS

AMOUNT OF CAPITAL EMPLQYED
TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

INDICATED AVERAGE CAPITAL COST RATES (2)
TOTAL DEBT
PREFERRED STCCK

CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY
TOTAL

BASED ON TOTAL CAPITAL.
TOTAL DEBT. INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY
TOTAL

FINANCIAL STATISTICS

FINANCIAL RATIOS - MARKET BASED
EARNINGS / PRICE RATIO
MARKET / AVERAGE BOOK RATIO
DIVIDEND YIELD
DIVIDEND PAYQUT RATIO

RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY

FUNDS FROM QPERATH JINTEREST RAGE (3)
FUNDS F| RATIONS [ TOTAL DEBT (4)
10T T/ TOTAL CAPIT,

See Page 2 {or notes.

$860.957
§37.788
$698.749

6.65 %
4.81

48.56 %
0.19
5128

100.00 %

ERERD
262.50
2.18
£7.47
8.15 %
3.94 X
19.08 %

48,56 %

2005

S773.683
§41.376
$815.059

6.38 %
4.27

49,45 %
0.22
§0.33

100,00 %

50.83 %
0.22
18.85

100.00 %

3.86 %
248.19
2.42
61,18
919 %
416 X
19.61 %

50.83 %

CAPITALIZATION AND FINANCIAL STATISTICS (1)
NCLUSIVE

2004
(MILLIONS OF DOLLARS)

§719.252
$32.529
$151.781

6.28 %
3.38

49.42 %
0.24
50.34

100,00 %

51.13 %
0.25
48.62

100,00 %

3.88 %
22268
2.79
71.81
8.38 %
440 X
20.38 %

51.13 %

2003

$628.903
$39.728
$668.832

6.36 %
263

51.43 %
0.40
48.17

10080 %

53.69 %
0.39
45.92

412 %
220.48
2,91
74.09
8.19 %
381X
17.79 %

53.68 %

$541.882
$46.623
$588.505

6.38 %
3.73

55.35 %
0.39
44.26

109.00 %

58.05 %
0.38

4157

100,00 %

4.96 %
223.08

3.10
61.40
1081 %

367 X
15.81 %

58.05 %

4.00 %
235,39
287
67.19
9.16 %
4.00 X
18.53 %

62.47 %

€ j0 | sbed
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Proxy Group of Four Value Line (Standard Edition) Water Companies
Capitalization and Financial Statistics
2002-2006, Inclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved

results for each individual company in the group, and are based upon financial statements as
originally reported in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of
beginning and ending total debt or preferred stock reported to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges divided by interest charges.

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those water companies: 1) which are included in the Value Line
Investment Survey (Standard Edition).

The following four water companies met the above criteria;

American States Water Co.
Aqua America, Inc.

California Water Service Group
Southwest Water Company

Source of Information:  Standard & Poor's Compustat Services, Inc., PC Plus / Research
Insight Database
EDGAR Online’s I-Metrics Database
Company Annual Forms 10K



American States Water Co.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Aqua America, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

California Water Service Group
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Southwest Water Company
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Proxy Group of Four Value Line
(Sid. Ed.} Water Companies
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

Source of Information:  Standard & Poor's Compustat Services, inc ,

Capital Structure Based upon Permanent Total Capital for

the Proxy Group of Four Value Line (Standard Edition) Water Companies
for the Years 2002 through 2006

2006

4861 %
000

51.39

100.08 %

5156 %

009
48.35
100.00 %

44 58 %
0.50
54.92

100.00 %

4715 %
0.19
52.66

100.00 %

2005 2004 2003
50.46 % 4775 % 5205 %
000 0.00 0.00
49,54 52.25 47.95
100.00 % 100.00 % 100,00 %
5261 % 52.72 % 52.76 %
0.09 008 007
47.30 47.20 4717 -
100.00 % 100.00 % 100.00 %
48.07 % 4B 66 % 5241 %
0.61 061 067
51.32 50.73 46,92
100.00 % 100.00 % 100.00 %
46 67 % 4853 % 4850 %
0.17 028 085
53.16 51.19 50.65
100.00 % 100.00 % 100.00 %
4945 % 49.42 % 5143 %
022 024 0 40
50,33 50,34 48,17
100.00 % 100,00 % 100.00 %

PC Plus / Research Insight Data Base
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5YEAR
2002 AVERAGE
5340 % 5045 %
0.00 000
46.60 49.55
100.00 % 100.00 %
5558 % 53.05 %
0.06 0.08
44.36 46.88
100.00 % 100.00 %
55.36 % 4982 %
077 0863
43.87 49.55
100.00 % 100.00 %
57.07 % 4892 %
074 044
42.19 5064
100.00 % 100.00 %
5535 % 50 56 %
0.38 0239
44.26 49.15
100.00 % 100.00 %



Line No.

Notes:

Schedule PMA-5
Southland Utilities, Inc.
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Value
When Market Value is Greater / Less than Book Value
1 2 3
Book Value with Book Value with
Market to Book Market to Book
Market Value Ratio of 180% Ratio of 80%
Per Share $ 24 00 $ 1333 $ 3000
DCF Cost Rate (1) 10.00% 10.00% 10.00%
Return in Dollars $ 2.400 $ 1333 $ 3.000
Dividends (2) $ 0.840 $ 0840 $ 0840
Growth in Dollars % 1.560 $ 0493 $ 2160
Return on Market Value 10.00% 5.55% (3) 12 50% (4)
Rate of Growth on Market Value 6 50% (5) 2.05% (6) 9.00% (7)

Exhibit No. __

Comprised of 3 5% dividend yield and 6.5% growth
$24 00 * 3.5% yield = $0.840.

$1.333 / $24.00 market value = 5 55%.

$3 000 / $24.00 market value = 12 50%.

Expected rate of growth per market based DCF model.

Actual rate of growth when DCF cost rate is applied to book value ($1 333 possible earnings - $0.840

dividends = $0.493 for growth / $24 .00 market value = 2 05%).

Actual rate of growth when DCF cost rate is applied to book value ($3.000 possible earnings - $0.840

dividends = $2.160 for growth / $24.00 market value = 8.00%).
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Southiand Utilities, Inc.
Indicated Commaon Equity Cost Rete Through Use of the
Single Stage Discounted Cash Flow Mode! for
the Proxy Group of Eight AUS Utility Reports Water Companies and the
Proxy Group of Four Value Line (Standard Edilion) Water Companies

Based upon Historical and Projected Growth in DPS, EPS_and BR+SV

1 2 3 4 8
Dividend Indicated
Average Growth Adjusted Commen
Dividend Component Dividend Growih Equity Cost
_Yield (3) {2) Yield (3) _Rate {4) Rate {5)
Proxy Group of Eight AUS Utility
Reports Water Companies
American States Water Co 27 % 01 % 28 % 50 % 78 %
Aqua America, fnc 21 ot 22 77 88
Artesian Resources Corp 29 01 30 60 80
Califormia Water Service Group 32 o 33 486 79
Conneclicut Water Service Inc 36 o1 37 52 89
Middlesex Water Company 37 ot 38 3E 76
SJW Cerp 18 (] 20 77 57
York Water Co 27 01 28 __60 88
Avetage __739 % 0.1 % 3.0 % 58 % 93 %(6)
Proxy Group of Four Value Line
(Standard Edition) Water
Comp
American States Water Co 27 % Q1% 28 % 50 % 78 %
Agua America, Inc 21 01 22 77 LR
California Water Service Group 32 01 33 486 79
Southwest Water Company 18 0.1 1.9 i 9.5
Average 25 % 0.1 % 26 % 62 % 9.7 % (6)
- [ -
Based vpon Projected Growth in EPS
1 2 3 4 5
Dividend indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Equity Cost
Yield (1) 2) Yield (3) Rate (4) Rate (5)
Proxy Group of Eight AUS Utility
Reports Water Companies
American Slates Waler Co 27 % 01 % 28 % 70 % 98 %
Agqua America, Inc 21 [th] 22 B¢ 151
Aresizn Resources Corp 29 01 30 B0 1o
California Water Service Group 32 [} 33 74 107
Connecticut Water Service Inc 36 02 38 100 138
Middlesex Water Company 37 () 38 55 93
SIW Corp 19 01 20 100 120
York Waler Co 27 ot 28 70 9.8
Average 0.1 % 30 % 80 % 10.3_%(6)
— 72 p—— -
Proxy Group of Four Value Line
{Standard Edition) Water
Companies
American States Water Co 27 % 01 % 28 % 70 % 38 %
Agua America, Inc 21 4B 22 89 11
California Water Service Group 32 01 33 74 107
Southwest Water Company 18 0.1 19 105 12.4
Average 25 % 04 % 26 % B5 % 10.5 % (6) ()
et a—)

Cenclusion

Proxy Group of Eight AUS Ulility
Reporis Water Companies

Proxy Group of Four Value Line
{Standard Edition} Water
_Cornpanies

Notes:

98 %

o

10.1

(1) From Schedule PMA-7 of this Exhibit

{2) This reflects a growth rate component equal to one-half the conclusion of growth rate
(from page 1 of Schedule PMA-9 of this Exhibit) x Column 1 to reflect the periedic
payment of dividends (Gordon Model) as d to the t Thus,
for American States Water Co , 2 7% x ( 12 x50% ) =0 1%

p3y

{3) Calumn 1 + Column 2

{4) From page 1 Schedule PMA-9 of this Exhibit

{5) Column 3 + Column 4

(8) Includes only those indicated common equily cosl rales which are grealer than 8 6%,
ie , 200 basis points above the prospectiva yield on A raled Moody's public alifity
bonds of 6 6% (from page 1 of Schedute PMA-10 of this Exhibil)

(7) Excludes Connecticut Water Service Inc 's result of 13 8% and Soulhwest Water
Company’s result of 12 4%, because in Ms. Ahern’s opinion it is unikely that a water
company would be authorized a return rate on common equity of 12 0% or greater
based upon the DCF modet in the immediate future



Proxy Group of Eight AUS Utility
Reports Water Companies

American States Water Co.
Aqua America, Inc.

Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc
Middlesex Water Company
SJW Corp

York Water Co

Average

Proxy Group of Four Value Line
(Standard Edition) Water Companies

American States Water Co
Aqua America, Inc

California Water Service Group
Southwest Water Company

Average

Exhibit No. ____

Schedule PMA-7
Southland Utilities, Inc.
Derivation of Dividend Yield for Use in the
Discounted Cash Flow Model
Dividend Yield
Average
of Average
Spot Last 3 Dividend
(7/10/2007) (1) Months {2) Yield (3
27 % 26 % 27 %
2.1 2.0 21
3.5 22 2.9
3.2 3.1 3.2
3.5 36 36
37 36 37
19 18 1.9
2.7 2.6 2.7
29 % 27 % 29 %
27 % 2.6 % 27 %
2.1 2.0 2.1
32 3.1 32
1.8 1.8 1.8
25 % 24 % __25%

Notes:

Source of information:

(1) The spot dividend yield is the current annualized dividend per
share divided by the spot market price on 7/10/07.

(2) The average 3-month dividend yield was computed by relating
the indicated annualized dividend rate and market price on the
Jast trading day of each of the three months ended June 30,

2007.

(3) Equal weight has been given to the 3-month average and spot
dividend yield. This provides recognition of current conditions,

but does not place undue emphasis thereon.

Research Insight Database

EDGAR Online's I-Metrics Database
finance.yahoo.com

Standard & Poor's Compustat Services, Inc., PC Plus



Exhibit No.
Schedule PMA-8

Southland Utilities, Inc.
Current Institutional Holdings (1) and Individual Holdings (2) for
the Proxy Group of Eight AUS Utility Reports Water Companies,
the Proxy Group of Four Value Line (Standard Edition) Water Companies

1 2
July 2007 July 2007
Percentage of Percentage of
Institutional Individual
Holdings Holdings (1)
Proxy Group of Eight
AUS Utility Reports Water Companies
American States Water Co 54.8 % 452 %
Agua America 435 56.5
Artesian Resources Corp. 16.1 839
California Water Service Group 43.0 570
Connecticut Water Service Inc. 18.5 81.5
Middlesex Water Co 24.4 756
SJW Corp 426 57.4
York Water Co. 10.9 89.1
Average 31.7 % 68.3 %
Proxy Group of Four Value Line
Water Companies
American States Water Co 54.8 % 452 %
Aqua America 43.5 56.5
California Water Service Group 430 570
Southwest Water Company 50.1 49.9
Average 47.9 % 521 %

Notes. (1) (1 -column 1).

Source of Information: today reuters com, updated July 11, 2007



Proxy Groug of Eight AUS Utilily
Reports Water Companies
Amencan States Water Co.
Agua Amenca, Inc,

Artesian Resources Corp.
California Water Service Group
Connecticut Water Service inc.
Middlesex Water Company
SJIW Corp.

Yorx Water Co

Average

Proxy Group of Four Value Line
(Standard Edilion) Waler Companies

Amencan Siales Water Co.
Agua Amenca, Inc.

California Water Service Group
Southwest Water Company

Average

Notes:

Source of information:

Scuthlang Utiliies, 1<
Histoneal and Projected Growih

1 2 3 ¢ H & 1 8
Average
Five Year Value Line Projected 2003- Reuters Mean C oy Five i Five
Value Line Histancal Five Histoncal BR 05 to 2009-'11 Grow:h Projected Five Year Year Growth Year BR + SV
Year Growth Rate (1) SV Rale (1) Growin Rale Rate in EPS (3) (4).
No. of
oPs EPS DPS EPS EPS Est.
(2.5) % 4.4 % 9.0 5.0 M 7.0 % 71 %
8.5 7.8 7.5 10.3 (6] 8.9 48
83 (8 5.7 NA 8.0 @1 8.0 NA
4.9 6.5 8.2 151 7.4 5.8
3.4 NA 10.0 {1 10.0 NA
a2 NA 58 21 55 NA
7.1 NA 10.0 [t} 10.0 NA
47 NA 7.0 12} 7.0 NA
53 % 77 % 80 % B0 % S8 %
el s s JSEC R
1.0 % (2.5 % 44 % 30 % 8.0 % 50 % il 7.0 % 71 %
8.8 8.5 18 9.5 75 103 61 3.9
1.0 {C.5) 4.9 1.0 8.5 8.2 15} 74
100 15 119 9.5 1.0 ic.0 3% 19.8
4.6 % 50 %® 73 % 5.8 % 8BS % 84 % %
S sl ot i e

(1) As shown on pages 8 (hrough 15 of this Schedule. Histoncal growth rates are five-year compound growth rates.

(2) From page 2 of lhis Schedute.

(3) Average of Columns § and §.

{4) From page 6 of this Scheduie.

(5) Calculaled using the same y as Value Line investment Survey, .e.. Ihree-y base periods ending 2006,
(6) Average of Columns 1,2, 3,4,5,6, and 8.

() From Caolumn 7.

(8) Excludes negatives,

{9) Average of Colymn 11 and Column 12.

Vaiue Line Javestment Survey, Aprit 27, 2007
stocsk.us.reuters.com, July 11, 2007

9

Range of Growth Rales
Low

% (8

&
(8

1.0 % (8)
48
1.0 (8

15

20 %
o

High

9.0 % (8)
10.3
8.0
82
10.0
5.5
10.0

7.0

9.0 % (8)

n 1z 3
Average of
Midpoin! and
Average of alf
Average of all Growth Rales
Midpoint Growih Rates O]
50 % 49 % (3) 5.0 %
7.8 7.8 17
5.9 6.0 6.0
4.6 46 (B 4.6
5.5 4.8 (8 5.2
38 3.8 3.8
7.8 7.5 .7
5.9 6.0 8.9
5.8 % 57 % 58 %
50 % 49 % (&) S0 %
7.5 7.8 77
4.8 48 (& 4.6
87 8.4 76
60 % 64 % 82 %

Gl jo | abed

6-VINd 3INp3ayss

‘ON HQiyx3



Proxy Group of Eight AUS Utility
Repoits Water Companies

American Slates Water Co.
Agua America, Inc

Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc.
Middlesex Water Company
SJW Corp

York Water Co

Average

Proxy Group of Four Value Line
(Standard Edition) Water Companies

American States Water Co.
Aqua America, inc

California Water Service Group
Southwest Water Company

Average

Notes:

(1
)
(3)
4
5

Exhibit No. ____

Schedule PMA-9
Page 2 of 15
Southland Utilities, Inc.
Calculation of Historical BR + SV
1 2 3 4 5
S \ BR +
BR (1) Factor (2) Factor (3) SV 4) SV (5)
32 % 25 % 471 % 12 % 44 %
5.1 4.0 69.5 2.8 79
2.7 6.2 476 3.0 57
1.5 6.5 52.6 3.4 4.9
25 1.6 58.8 09 34
1.1 54 57.0 31 42
71 0.0 50.0 0.0 71
2.4 3.5 _66.8 2.3 47
3.2 % 3.7 % 56.2 % 2.1 % 53 %
32 % 25 % 471 % 1.2 % 44 %
51 4.0 695 2.8 79
1.5 6.5 52.6 34 49
3.8 15.2 53.3 8.1 119
34 % 7.1 % 556 % 3.9 % 7.3 %

From column 6, page 3 of this Schedule.

From column 12, page 4 of this Schedule.

From column 7, page 5 of this Schedule.
Column 2 * column 3.
Column 1 + column 4.




Exhibit No

Schedule PMA-9
Page 3 of 15
Historical inlernal Growth Rale (
the Proxy Group of Eight AUS Ulility Reports Water Companies, the
Proxy Group of Four Value Line {Standard Edition) Water Companies
for the Years 2002 -2006
1 2 3 4 3 6
Five-Year
Average
2000-2006
Internat Growth
2006 2005 2004 2003 2002 Rate. ie. BR

Proxy Group of Eight AUS Utility
Reports Water Companies .
American States Water Co.
Common Equity Retumn Rate 843 % 1038 % 799 % 559 % 983 %
Retention Ratio 3240 4359 251 {12 98) 3504
Iniemal Growth Rate (1) 273 452 20t (0 73) 344 32 %{2)
AgquaAmenca,Inc.
Common Equity Return Rate 1061 % 1169 % 1139 % 1230 % 1382 %
Retention Ratio 36 93 4390 4275 4361 4522
Intemat Growth Rate (1) 392 513 487 536 628 51
Antesian Resources Corp. —
Common Equity Return Rate 1015 % 893 % 818 % 741 % 967 %
Retention Ratio 38 82 3108 2580 1824 3496
Internal Growth Rate (1) 394 218 21 143 338 27
_California Water Service Group
Common Equity Retum Rate 75 % 931t % 972 % 868 % 956 %
Retention Ratio 1421 2581 2297 879 1013
Internal Growth Rate (1) 107 240 223 076 097 15
_Connecticut Water Service Inc.
Common Equity Retumn Rale 02 % 784 % 1093 % 123 % 1160 %
Relention Ratio {5 16) 498 2902 28 82 2820
Internal Growth Rate (1) (0 36} 039 317 324 327 25 (2}
‘Middlesex Water Company .
Common Equity Return Rale 855 % 845 % 937 % 817 % 1010 %
Retention Ralio 16 35 649 995 (6 51) 1333
Intemal Growth Rate {1) 140 058 093 {0 53} 135 11(2)
SIW Corp. -
Common Equity Retum Rale 1819 % 1148 % 127 % 1168 % 940 %
Retention Ratio 7266 5523 5280 52 56 4094
Internal Growth Rate (1} 1322 634 596 614 385 71

ity 1052 % 1185 % 1247 % 1166 % 1037 %
Retention Ratio 2087 24170 2586 2104 1232
Internal Growth Rate (1) 220 293 315 245 128 24

Average 32 %

Proxy Group of Four Value Line
{Standard Edition) Water

American Slates Waler Co.

Common Equity Return Rate 843 % 1038 % 799 % 559 % 983 %
Retention Ratio 3240 4359 2517 {12 98) 3504
tnlemal Growth Rate {1) 273 452 201 (073) 344 32 % (2}
Aqua America, Inc.
Common Equity Retum Rate 1061 % 1169 % 1138 % 1230 % 1392 %
Retention Ratio 3693 4390 4275 4361 4522
Internal Growth Rate (1) 332 513 487 536 629 51
California Waler Service Group
Common Equity Retum Rate 756 % 931 % 872 % 868 % 956 %
Reteation Ralio 1421 2581 2297 879 1013
interral Growth Rale (1) 107 240 223 076 oe7 15
Southwest Water Comparny
Common Equity Return Rate 598 % 538 % 440 % 1020 % 1032 %
Retention Ratio 46 26 4200 21886 6423 6402
Internal Growth Rate {1) 277 22 098 655 661 38
Average _34 %
Notes: (1) Theinternal growth sate is by multiplying the equity return rate by the
tetention ralio (100% minus the dividend payout ratia) Al deta are on a consolidated
basis

(2) Excludes negatives

Sousce of information:  Standard & Poor's Compustat Services, Inc, PC Plus / Research Insight Database



s

Proxy Group of Eight AUS Uitity
Reports Water Companies

Amencan States Water Co,
Aqua Amenca. Inc.
Antesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc.
Middiesex Water Company
SJW Corp.
York Water Co
Average

Proxy Group of Four Value Line
(Standard Edition) Water Companies

Amencan States Water Co,
Agua Amenca, Inc.

California Water Service Group
Southwest Water Company

Average

Notes:

Saurce of Information:

Southlang Ulilities, inc
Calculation of Five Year Average Growth in Common Shares Qutstanding (1), 1.e., S Factor

1 2 3 4 3 § z 8 e 10 u 12
Five Year
2001 2002 2003 2004 2005 2006 Average
Common Common Comrman Common Common Common Common
Shares 0102 Shares 02-C3 Shares 03-04 Shares 04-05 Shares 05-06 Shares Shars
Quistanding (1) Growth Qutstanding (1) Growth Quistanding (1) Growth Qutstanding (1) Growth Qutstanding (1) Growth Qutstanding (1) Growth
15.120 04 % 15.181 0.2 % 15212 101 % 16,752 03 % 16.798 15 % 17.049 25 %
113.977 (0.7} 113.195 9.1 123.452 3.0 127.180 1.4 128.9689 286 132.326 4.0
4,590 26.2 5.794 10 5.852 1.4 5.934 1.5 6.021 1.1 6.086 6.2
15.182 0.0 15.182 1.5 16,932 8.5 18.367 Q.1 18.380 123 20.657 6.5
7.649 3.8 7.940 0.3 7.967 0.9 8.035 1.7 8.170 1.2 8.270 1.6
10.168 1.8 10.356 20 10.567 78 11.359 20 11.584 13.7 13.168 5.4
18.270 0.0 18.270 0.0 18.270 0.0 18.270 0.0 18.270 0.1 18,282 0.0
9.462 0.8 8.547 0.9 9.629 7.3 10.331 Q7 10.400 7.7 11,201 3.5
3.7 %
18.120 04 % 15.181 02 % 15.212 10.1 % 16.752 03 % 16.798 15 % 17.049 25 %
113.977 (C.7} 113,195 9.1 123.452 3.C 127.180 1.4 128,969 2.6 132.325 40 (2)
15,182 0.0 15.182 1.5 16.932 85 18.367 01 18.380 12.3 20.657 6.5
14.174 (3.6} 13.662 18.4 16.173 258 20.365 3.8 21129 12.7 23.802 15.2 (2)

{1} Year-end shares outstanding.
(2) Excludes negatives.

Standard & Poar's Compustat Services, Inc., PC Plus / Research [nsight Database

71 %

Gl o ¢y abed
6-ViNd aInpayos
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Southland Utilities, Inc.
Calculation of the Premium/Discount of a
Company's Stock Price Relative to its Book Value, i.e., V Factor

1 2 3 4 5 Gl 4
2002 2003 2004 2005 2006 Five Year

Market Market Market Market Market Average

to Book to Book to Book to Book to Book Market to 3

Ratio (1) Ratio (1) Ratio (1) Ratio (1) Ratio (1) Book Ratio Factor (2)
Proxy Group of Eight AUS Utifity
Reports Water Companies
American States Water Co. 180.6 % 180.3 % 164.3 % 191.5 % 228.9 % 189.1 % 471 %
Agqua America, inc. 289.8 295.6 291.4 383.8 376.5 327.4 69.5
Artesian Resources Corp. 162.0 184.5 192.8 211.1 203.6 190.8 476
California Water Service Group 181.6 199.8 212.6 231.6 229.0 210.9 52.6
Connecticut Water Service Inc. 266.2 265.0 250.5 223.1 207.7 242.5 58.8
Middlesex Water Company 232.9 247.9 241.7 238.8 200.8 232.5 57.0
SJW Corp. 167.3 157.2 178.2 210.6 286.5 200.0 50.0
York Water Co. 281.5 286.9 287.5 311.0 340.0 301.4 66.8

Average 236.8 % 562 %
Proxy Group of Four Value Line
(Standard Edition) Water Companies
American States Water Co. 180.6 % 180.3 % 164.3 % 191.5 % 2289 % 189.1 % 471 %
Aqua America, Inc. 289.8 295.6 291.4 383.8 376.5 3274 69.5
California Water Service Group 181.6 199.8 212,86 2316 228.0 2109 52.6
Southwest Water Company 240.3 2086.2 222.5 185.8 215.6 2141 53.3
Average 235.4 % 55.6 %

Notes: (1) Market to Book Ratio = average of yearly high-low market price divided by the average of beginning and
ending year's balance of book common equity per share.

Source of Information:

(2) (1-(100/ column 6)),

Standard & Poor's Compustat Services, Inc., PC Plus / Research insight Database

EDGAR Onfine's |-Metrics Database
Company Annual Forms 10-K

61 Jo g ebeyd
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RECENT Tratling: 21,6 \| RELATIVE VD =

AMER. STATES WATER NYSE-AWR 36.70 10 24,5 (el ieyiane 1.26/% 2.6% BiE
e g ) R 26 RN I ET TR Torge Pric Fans
SAFETY 3 New ko LEGENDS

—"1.25 x Dividends p sh

TECHNICAL 3 Losucddrion | givided by ere! e 80

BETA BD (1.00=Morkel) 32 spll 602 gg
2610-12 PROJECTIONS hoced arma hates recession ot P
Price  Galn Anlgelh?}xm Ayl T AN Y ASUIN eidiet bl 30

Wgh 50 (+35%) 10% 4 U e %
low 35 ' {-5%) 2% AWL 2
Insider Declsions

Jsas oD 3 E| eI AL ST - e

By 000001000 ke a . et 10
Ubs 302001000
W 302002000 % TOT. RETURN 3/07 75
Institutional Decisions I s wb."p"g';“

200005 306 QMO .

TR g E
S::(!auu) T R ! Sy. 828 758 [
1597 [ 1992 ] 1993 ] 1994 | 1995 1996 | 1357 | 1998 | 1999 [ 2000 | 2001 {2002 [ 2003 {2004 | 2005 ;2006 | 2007 ;2008 | ©VALUELINE PUB, INC| 10-12

815} 10.10 9271 1043 1303 1437 1344 1102 | 1284 1247} 1306 1378 | 1398 | 1368 | 1406] 1575 1555} 1580 [Revenues persh 17.25
178 181 167 168 175 175 185 204 226 20 253 254 2.08 223 264 290 310 3.25 {"Cash Flow” per sh J.66
115 115 11 95 103 i3 104 108 1.18 128 135 134 78 105 13 133 155 1.65 }Eamings per sh A 205
J3 a7 78 .80 1 82 B3 B4 .85 86 87 .B7 .88 83 .80 91 54 97 {Div’d Decl'd per sh Bs 1.06
SIT1 23| 1801 Z43| 298] 240| 258 331 | 430| 303| 318| 266 | 376 | 503| 424 391| 395| 385 {Capl Spendingpersh | 400 |
B39| 885) 995 1007) 1029 11.01] 13.24| 1148 1382 0 1274 | 1322 | 1405 | 1397 | 1501 | 1572 ] 1664 | 17.80 | 19.20 |Book Value per sh 22.25
991 o W U7 77 1333 | 1348 | 1344 | 1344 1512 | 1542 ] 3548 | 1521 | 16.75| 16.80 | 17.05| 98.0D0| 19.00 |Common Shs Oulstg C | 2200
8.8 10.6 134 128 116 126 145 155 171 159 16.7 18.3 318 232 218 21.7 | Botd niglres are |Avg Ann'l P/E Ratio 210
56 64 79 84 78 18 B4 81 87 103 .86 1.00 182} 1231 147 147 Value|Line Relative PIE Ratio 140

10% | 6l sanl een| er%| 5B%| 55% | som{ a2% | a2% | aow | a6% | a5% | 3% | 3% ] 24%| ™" |Avg AnnlDivd Vield 2.5%
CAPITAL STRUCTURE as of 12/31/06 1538 | 484 | 1734 | 1840 [ 1975 200.2 | 2127 | 2280 | 2362 | 2686 280 300 |Revenues ($mill} 380
Total Debt $300.4 mill Due in 5 Yrs $3 3 mil. 4] 18] 163] 180 204 23| H9| 65} 25] 23] 280] 320 {Net Profit {$mil] 40
LL‘T‘?B“",‘?‘??" . T nterest $24.0mil A% | $00% | 10.0% | 457% | 430% | 385% | 435% | 374% | 470% | 40.5% | 41.0% | 41.0% |Income Tax Rate 0%
et et vnorcapy |l ol o el ol b e} oo oo} ) M| ME[AFUDG%toNetprofi | A

430% | 436% | 51.0% | 47.5% | 54.8% | 520% | 520% | 47.7% | S04% | 48.6% | 49.5% | 49.0% jLong-Tesrm Debt Ratio 43.5%

Leases, Uncapitalized: None 56.3% | 55.7% | 48.4% | 51.9% | 44.7% | 4B.0% | 48.0% |52.3% | 496% | 51.4% | 50.5% | 51.0% |Common Equity Ratlo 50.5%
Pension 552{5'12’05 $64.3 mill 2684 | 2771% 32821 31% | 4476 | 4444 | 4423 4804} 5325) 5516 635 720 { Total Capital ($mill} 965
gg'g;:ff;;:g‘ pid Div'd None 3836 4148 | 4496] 5004 | 5398 | 5633 | 6023 | 6642 | 7132 750.8) 95| 835 [NetPlant $mil) 975

i 69% | 70% | 66% | 64% | 61% | 65% | 46% | 52% | 54% | 60% | 6.0% | 6.0% |Return onTotal Capt 6.5%

Common Stock 17,049,137 shs. 92% | D4% { 100% | 92% [109% | O5% [ 56% | 66% | BS%| 81% | 85% | 9.0% {Returnon Shr. Equity 9.0%
MARKET CAP: $625 million {Smali Cap} 92% | 94% [ 10.4% ) 9.3% J10.9% | 85% | 56% | 66% | BS%| BI% ! 85% i 8.0% [Relurn on Com Equity 3.0%
CURRENT POSITION 2004 2005 +2/33/06 | 168% ) 21% | 29% | 30% | 36% | 33% | NMF | 10% | 28% ] 27% [ 35%| 3.5% |Retainedto ComEq 45%
caliL) 43 130 ap | BO%| O | 7% 6% | BSW | 6% | V3K | M% | G| G1% | 8%} S5B% [MIDIvds toNet Prof 52%
Recelvables 14.3 133 14 8 | BUSINESS: American Slales Water Co. operates as a holding ers in the city of Big Bear Lake and in areas of San Bemardino
8;’:;‘00’ {Avg Cst) 3;3 4}‘; 41 company. Through s principal subsldiary, Golden Slate Water Counly. Acquired Chapanial City Waler of Arizona (10/00). Has
Current Assets WJ 83 644 Company: it s'upplles waler to more than 250,(_)00 customers In 75 roughly 555 ampioyees.. Officers & directors own 3.1% of common
Accts Payable 18.2 197 24, communities in 10 counties Senvice areas mdudg the grealer stock {4/07 Proxy). Chairman: Lioyd Ross Presldgnt& CEO: Floyd
Debl Dus 459 276 325 | metropolitan areas of Los Angeles and Orange Counties, The com-  Wicks. Incorporated: CA. Addr: 630 East Foothill Boulevard, San
Other 22.2 30.3 _ 293 pany also provides electric utilily senvices to nearty 23,250 custom-  Dimas, CA 91773. Tele.: 909-394-3600. Web: www.aswaler.com
g&"z:‘g“gz;, 2;33’/3 3;;5 32;2 Regulatory improvements augur well enacted, RAM would allow recovery of re-

L 2 — for American States Water. The Califor- fund water revenues when actual sales are

:,'zm:fﬁ'ﬂﬁs 1';‘;?: f;’f; E‘t‘odtgazus nia Publiec Utilities Commission (CPUC) is below adopted water sales included in the
Revenues 30%  3.0% 0% | responsible for overseeing utility compa- GRC assumptions. The CPUC has asked
“"Cash Flow” 30% 15% 55% | nies and their business practices in the the company to refile its request, sparking
Sﬁ;’.’«‘s’.’;’ﬁs sou k3 9% | Golden State. After years of handing down speculation that the commission may back
Book Valus 40% 45% 50% | unfavorable decisions in a delayed fashion, such a practice. Although the adoption of

-1 GUARTERLY REVENUES ) | Fob it appears as though the board has taken a this methodology would provide significant
eﬁ;av Mar31 Jun. 30 Seo. 30 Dec. 34 Y:M turn for the better. Under Governor upside to our estimates, as per Velue Line
. . P : Schwarzenegger’s watch, it has employed protocol, we will not account for such until

gggg jgg ggg gg? g%g gggg a much more business-friendly approach, a decision is finalized. .

2006 | 606 621 736 663 | 2686 \SSuing more favorable decisions in much Government contracts provide fur-

2007 | 630 690 790 600 | 280 | shorter time. Also, the CPUC, announced ther optimism. The military has ex-

2008 | 670 750 58 730 | agp | that it has eliminated its earnings test on pressed its interest in outsourcing water

cal EARMINGS PER SHARE A o balancing account cost recovery, enabling and wastewater operations at all of its
enga’r Mar31 Jun, 30 Sep. 30 Dec.31| Year Cal-based water utilities to recover costs bases. American has already inked deals

004 % 0 5 YT even if they were earning over their al- for a couple of thesq bases, and additional

%05 | 2 W 47 o3 1m lowed ROE in the district. We view these deals could add upside to our 3- to 5-year

2006 | 35 36 3 35| 133| developments as positives for AWR. It has projections. i

2007 35 @ 45 35| {55/ a number of GRC cases being reviewed Still, most investors will want to take

2008 | 37 43 48 37| 165] that may well add to our current earnings a pass on this untimely issue. We are

cal QUARTERLY DVIDENDS PAID 2= i estimates of $1.55 for this year and $1.65 concerned that infrastructure costs will in-
en;a" Mar31 Jun3d Sep3d Dec3d| Year for 2008. crease at too fast a rate over the next

212U 98D y There may be even more good news couple of years and offset any gains we en-
gggi %;: gg} g;: g; gg on the horizon. A fellow Cal water utility vision from the aforementioned initiatives.

2005 | 295 225 295 238 ‘% provider filed a general rate case last year Therefore, the stock holds limited 3- to 5-

006 | 225 25 225 2% ‘a1 | petitioning the CPUC to enact a water rey- year appreciation potential.

2007 | 235 enue adjustment mechanism (RAM). If Andre J. Costanza April 27, 2007
(A) Primary aarnmgs Excludes nonrecuming | due early {€) In milkons, adjusted for splits. Company's Financlal Strength B+
gams: '91, 73¢; 92, 13¢, ‘04, 14¢; 05, 25¢; | (B) Dlvndends hlslorical!y aard in early March Stock's Price Stability 75
06, 6¢ Ouaneriy earnings may no! sum due to | June, S Div'd Price Growth Persistence 85

Earnings Predictablity 60

change in share count. Nexi earnings repart
© 2007, Vals Line Publishing, Inc. Al rights reserved Faciual material fs oblained kom Sousces befieved lo be refiable and ks provided wihoul wartanlies of any kind.
THE PUBLISHER 15 NOT RESPONSIELE FOR ANY ERRURS Oft OMISSIONS HEREIN. This publication s stricby Jor subscriber’s own, non-commeiclal, interal use. No pan
of It may be reproducad, resold, stored of Lansmilled i any printed, elecronic o1 other form, of used for genesating o marketing any printed of electronk pubcation, cervice or product

ment plan avaﬂable
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RECENT PIE Trafing: 334 }| RELATIVE DVD 0
AQUA AMER'CA NYSE-WIR PRICE 23.37 RATIO 29.6(":!“3&' 230 J} PIE RATIO 1.53 YLD 2.1 /0 IN
. High-] 57| 85] #15] 115] 120] 148] 150] 168 185| 232{ 288} 240 i
;:a;{s&ss g :‘””m . tgims sal 33l sl ral 'e3| 'eh| 'se) ¥e| u3| BE| R %8 e e Ry
IWETE —— 1.60 x Dhidands Fﬂx 64
TECHNICAL 3 towcies tozzng | dvided by iieres! Balo -
BETA 90 (1.00 = Market} 3ior2 spht 719 " o3 0
WAZPRONECTIONS jigssm e 11 lewt L 4 b A s 3
Ann'l Total} 5-or-4 spiit 12001 Sy 2
Price  Galn Return | Slor-4 spit 12783 L L) ALK el 50
High 38 (+30"/=} 9% ""l’[’:u-'_' “;s 12005 ol N D N S by
Low 19 (20%) -2% g ares indicates recession T
Insider Declisions 12
JJASOND JF
wBy 00ODDDOOD T 8
Opins 0 10024201 ! o 1.6
w5k 010023201 //’T?Tl . * < YOT. RETURN 307
institutional Declsions DN L Ll WS YLARTH
06 302008 200 , SIOCX  RDEX {
lnt m:zg; 1 ;49 mtzzi fﬁ;ff;“ .2 - ; ;: »:;; ‘gg {
iﬁs(m] 40896 44837 swz; teded 2 sy, 711 158 |
4991 [ 1082 [ 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 {2001 |2002 {2003 | 2004 | 2005 | 2006 2007 [ 2008 | ©VALUE LINE PUB, INC} 10-12
214 1821 170 1.82 184 186] 202 2091 241 2461 270 2B5} 297 348 385| 403| 435 465 |Revenves pessh 5.35
A5 .38 42 A2 A7 .50 56 63 xn .16 .86 94 861 109 12 1.26 140 1.50 {"Cash Flow” per sh 1.80
25 24 24 26 29 30 Kl 40 A2 4 51 54 §1 b4 Al 70 .80 .30 |Eamings per sh A 1.05
19 20 21 21 22 23 24 26 21 .28 30 32 35 37 40 A4 48 .55 | Div’d DecFd per sh Bs 70
54 60 47 46 52 48 .58 .82 9 116] 108] 120 t32] 154 1.84 205| 20| 215 |Cap’l Spending per sh 230
207 209) 228 248 2461 269 2841 321 342 3685] 415) 436 534 588 630| 696 7.15|  7.45 |Book Value per sh 9.30
3747 5120 59.40] 5977] 6374 | 6575 6747 7220 | 106.80 | 111.62 | 113.87 19319 [ 12345 | 12738 | 128.97 | 132.33 | 134.00 | 136.00 |[Common Shs Outst'g © | 140.00
108 125 144 135 120 156 178 225 212 182 26 236 ZES IR 38 347 | Bold fighses are | Avg Ann'} PIE Ratio 230
69 .76 85 .89 80 88 103 147 1.2t 1.18 1.2t 129 140 133 1.69 1.88 ValuejLine Relative PIE Ratlo 1.55
7291 68% | 59% | 6.0% | 62% | 49%| 39% | 28% | 30% | 33% | 25% | 25% { 25% | 23% | 18R} 19% estimates | pyg Ann'l Div'd Yield 2.9%
CAPITAL STRUCTURE as of 12/31/06 13621 15001 2573} 2755 3073 3220 ] 2672 | 4420 | 4368 | 5335 580 630 {Revenues {$miil) [ 750
Total Debt $1102.1 mill. Due in 5 Yrs $143.3 mil 232 2881 450 507 s85] 627 613 80D 912) 920} 105[ 120 |Net Profit {Smil) 150
'-LTTF’E“" ”f‘ ang“a ooy inyerest ;55”‘"‘"» (0% | 5% | A% | BO% | G3% | 365% [303% | 4% | 4% | 396% | 39.5% | 39.0% {Income Tox Rate 390%
f reresteamed: 3 Bx ol e ey | o) ol ol ol el el o] o) 29| 20| 20| 204 INUDCY o et Pro 20%
: 534% | 52.1% | 529% | 520% | 52.2% | 54.2% | 5%.4% | 50.0% [ 520% | 50.8% | 51.0% | 52.0% Long-Ferm Debt Ratio 51.0%
Pension Assets-12/06 $126.5 mill. 44.8% | 46.6% | 46.7% | 47.8% | 42.7% | 45.8% | 48.6% | 50.0% | 4B.0% | 49.2% | 45.0% | 48.0% |Commen Equily Ratio 49.5%
Oblig. $178.3mil. [ 4272| 4366 | 7827 | 6011 | 9904 | 4076.2 | 13557 | 14973 | 16304 | 18733 | 1970 2110 {Total Capital {$mill} 255D
';Ldmsy;:“r:‘s“‘g:i 132925650 <hares 5345 | 5098 | 11354 | 12504 | 13681 | 14508 | 18243 | 20598 | 2260.0 | 2506.0 | 2700 2850 {Net Piant (Smil) 3500
T Ta%h | T6% | T6% | 74% | 16% | 76% | 64% | 67% | 659% | 65% | 7.0% | 7.0% [Retum on Total Cap'l 1.5%
s40% | 123% | 122% | 10.7% § 123% | 127% | 102% [ 107% | 11.2% | 100% | 11.0% | 11.5% [Retum on Shr. Equily 11.5%
MARKET CAP: $3.1 billion {Mid Cap) 120% | 124% | 123% | 19.7% | 124% | 127% | 102% [ 10.7% | 11.2% | 10.0% | 11.0% | 11.5% [Retum on Com Equity 11.5%
CURRENT POSITION 2004 2005 123106 | 36% | 45% | 43% | 47 | 5% | 52% | 42% | 46% | 49% 37% | 40%{ 4.5% |RetalnedtoCom Eq 40%
ca S(mlsl;le‘s 11 119 aaql TOR| 8% B5% | 60% | 59% b 59% | 59% | 57% | 56% ] 3% | 63% | 64% JAUDh'ds to Net Prof 66%
Recelvables 64.5 62.7 72.1 | BUSINESS: Aqua America, inc. is the holding company for waler  others. Waler supply reverves '06 residential, 60%; commercial,
Ig;lt?;m!y {AvgCst) gg ;g 13% and waslewater utlities thal serve approximately 2.8 milfion rest  14%; industrial & other, 26%. Officers and directors own 1.2% of
Cunent Assets %61 900 3357 denls in Pefmsylvar')ia, Ohio, North Caroina, I(flnt_:ls, Texas, New  the common slock {4/06 Proxy). Chairman & Chief Executive Of-
Accls Payable 235 555 484 Jersey, Florida, lm'llana, ar}d five other slalz_es. Dlvestgd thiee of ficer: Nicholas DeBenediclls. Incorp d: Pennsyh . la. Address:
Debl Due 1353  163.1 1504 | lour non-wates b in '91; el group in '93; and 762 West Lancastes Avenue, Bryn Mawr, Pennsylvania 18010. Tek
Other 58.6 44.7 55.8 | others. Acquired AguaSource, 7/03; Consumers Woater, 485, and  ephone: 610-525-1400. Intemet: www.aquaamerica.com.
E&"z:‘g"'éb& ;;Z; :f?‘?',z ;gg;: Agua America’s results are starting to Island. Although the acquisition strategy
A N.NUAI.- RAT.ES P ol Efavsaies| AmProve. After reporting weak profits for makes sense, it probably adds some risk.
ochange persh) MY, S¥rs  fo'10M12 the first nine months of 2006, the company Acquired facilities can require expensive
Revenues 70% 80% 65% | posted a 12% earnings advance in the final capital improvements to qualify for rate
“Cash Flow” 95% 95%  7.5% | quarter of the year. Problems, such as increases. Also, expenses, such as
Eomings 0% 8% 3% | higher production costs, increased short- depreciation, can rise, before being fully
Book Value 95% 11.0%  7.0% téerlm ﬁ{xancxngl etxpense, poorlweatbeé', al-;dt %gfset by hx%her revenue. . 3 R
elays in regulatory approvals, eased a bi e expect earnings to advance a
eﬁ;’;‘ Mf};ﬁ”ﬁsga%w%“ggn ‘f:a"' during the guarter. about 6%-10% annually, on average,
. Les Increased rates should help lift re- for the next few years. We are leaving
;ggg 1?33 :gg? ggg :;%‘; ?gég sults in the year ahead. Although one of our earnings estimate for 2007 unchanged,
2006 11480 1317 1470 1368 | 5335 the company’s largest subsidiaries, Aqua and are introducing an estimate of $0.90
2007 {130 150 160 140 530 Pennsy]vama., received a sulgstax}hal lift in per diluted share for 2008 at this time.
2008 |140 160 180 {50 | eso | vates in mid-2006, contributions from The company should be able to improve ef-
cal EARNINGS PER SHARE o these  adjustments should be more ficiency at some of its recently purchased
enga’, Mar3 Jun30 Sep3d Decdt| Year meaningful in 2007. In addition to the businesses. Results should also benefit
5000 7 m 2 7 7] recent settlement of rate cases in Hlinois from moderating chemical prices and ener-
2005 | 15 17 2 17 7 and New Jersey, we expect Agua America gy utility costs.
2006 13 17 219 ‘70| to receive further rate inereases in 2007 These shares are 'ranked 4 (Below
007 | 16 2 2 . g0 and 2008. Average) for Timeliness. Further, our
2008 | 26 24 24 2| o] The ecompany will likely expand current projections indicate the issue of-
o | QUARTERLY DIVDENDS PAD B = | Fult through acquisition. Aqua America com- fers little, if any, appreciation potential for
endar Mar31 Jun3D Sep3d Dec.Ht vear | Pleted about 28 acquisitions in 2006. The the next 3 to 5 years. The dividend payout
003 | o84 08¢ 064 09 o largest purchase, New York Water Serv- remains. at about 63%, which is consider-
2008 | 09 ‘0 o 098 371 ices, which closed at the end of the year, able. But the yield on this stpck is not too
2005 | 038 08 098 107 30 helped expand the customer base consider- attractive and thus offers limited downside
2006 | 107 07 135 .15 44 ably. More re_cent]y, the company agreed price protection for investors.
2007 | 115 to buy Aquarian Water of Sea Cliff, Long Adam Rosner April 27, 2007
(A} Primary shares outslanding through '96; disc lons: ‘96, 2¢. Next ings report | {C} In milkions, adjusted for stock spiits. Company's Financial Strength B+
Stock's Price Stability 85

dilnted thereafier. Exdl. nonrec. gains flosses). | due
'90, (38¢); 91, {34¢); ‘92, (38¢); 99, {11¢),'00, |in e

2¢. 01, 2¢; '02, 5¢,°03, 4¢. Excl gain from
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(SMILL)

Cash Assels 18.3 g5 603
Other 51.6 427 49.3
Current Assels 704 52.2 109.6
Accts Payable 198 361 33.1
Debt Due 11 11 1.8
Other 3.3 396 _ 353
Current Liab. 57.2 76.8 70.2
Fix. Chg. Cov. 338% 361%  317%

RECENT PE Traling: .4 ] REL \TIVE DIVD -
CALIFORNIA WATER wysecwr [ 40.72 o 25.9 iebr ) o 1,345 2.8%
High: 219} 296{ 338} 320} 314 286 269 314} 379} 129 458 4456 H
TMELNESS S toneeamntns | [P B33} D81 oS08 296| 215| 28| 205 27| 61| 12| 328 355 T e R
SAFETY 2 Loveresmins LEGENDS
— 133 ds sth 80
TECHNICAL 3 Lowered 12507 ided by Intrel Fale
. .- Relglive Price Srength 50
BETA .50 {1.00= Market} o gi?lrolsp‘:‘lb 38 50
7036-12 PROJECTIONS e ied arop indicates recession ey . s
Ann'l Totab A e ] W
Phice Gain  Retun 4 — ] o LT 30
41 Y ! B by 2
High 50 (+25'/,; 8% T ¥ e —
Low 40 (N} 2% | bt - 20
Insider Declsions POPRNEH i Ml Ut SR SR PtiPuielll SN e 15
JJASORDJF SR -
Wiy 00 0O00DCDODD ot ST s 18
Opns 0 0 6000000 7
w8 00 00DO000D % TOT. RETURN 07 | >
Institutional Decisions } THS  VLARITH
207008 302006 407008 ] sTocK WOEX ]
RIS B {F- R S i L T
# 3 - -
ey 5714 5853 8338 vaded 13 : i Sy. 799 758
7907771992 19931954 | 1095 | 1966 | 1997 | 1998 | 1999 | 2000 | 2001 {2002 | 2003 |2(:04 | 2085 | 2006 | 2007 | 2008 | ©VALUE LINEPUB, NC/ 10-12
119481 12201 1334 1259 1347} 1448 1548 1476 1596 | 1646 ) 1626 1733 | 1637 | 1798 | 17.44 | 1620 | 17401 18.15 {Revenves per sh 21.30
vosl so2| 225| 200 207| 250 292| 260 275| 2s2| 22| 265| 251 283| 303{ 276| 2201 345 ["Cash Flow" peish 290
1.21 1.09 1.35 122 117 151 183 145 1.53 131 94 125 21 1.46 1.47 1.34 1.60 1.75 {Earnings per sh A 215
o s3] 95| o8] 02| 104] tos| to7| 10a| w0} 2| waz] w12 | M| M) 4951 96| 117 |DivdDecdpersh®s | 120
S AT 283| 61| Z74| 344 | Z45| 03| 5BX| 43 | 375|401 | 428 435| 430(CoplSpendingpersh | 435
w3s| 1051] 90| 1156 1972] 1222| 1300 1338 | 1343] 1290 | 1295 | 1392 | 1444 | 1586 1579 | 1831] 1905 1955 |Book Value pershC 21.30
R Tio8 | 245] 1254 | V26| 262 | 1262 | 1289 | 15.05 | 75.18 | 15,48 | 16,03 | 1837 | 1839 | 2056 | 21.00| 21.50 |Common Shs Outstg ¥ | 2800
T RE T WS 26| 78| 18| 195 | 20| 188 | 221 | 21| 25| 285 Bod ighees e |Avg Annl PIE Rallo 710
72 85 80 92 92 15 73 83 .01 127 1.39 108 126 106 1.33 1.57 Valuejtine Relalive PIE Ratio 1.40
6o | 61% | s2% | 58% | 64% | 58% | 46% | 42% | a0% | 43% | aa% | 45% | 42% | 39% | 3% | 34% sstimates | pyg AnmIDivd Yield | 27%
CAPITAL STRUCTURE as of 12/31/06 . 1053 ( 1863 | 2064 | 2448 | 2468 | 2632 [ 2774 1 3158 3207 3347 385 390 |Revenues {$mill) 490
Total Debt $293. S}mil) Due i 5 Yrs $11.9 mill 233 184 189 200 144 18.1 494 26.0 212 256 35.0 40.0 | Net Profit {SmH)) 50.0
L7 Debt 52518 miR. LT Interest $22 5 mil. % | 364% | 37 5% | 423% | 304% | 39.7% |38 9% | 386% | 424% | 39.0% | 41.0% | 41.6% flncome Tax Rate 0%
. - S e o teaw a2 | 33wy -] MR| NI JAFUDC % to NetProfi Nil
LT interest eamed: 3 5x; total int. cov.: 3.2x
(LT imerest eamed: 3 5 ot in. cov. 3.2¢) i AT T | B0 | 505% | 55.0% | 502% | 46B% | A63% | 43.3% | #.5% | 46.5% |LongTen DebiRatio | 485%
Pension Assets-$2/06 $78.4 mill s35% | 54.7% | 52.0% | 50.2% | 48.8% | 44.0% [ 40.1% |508% | 51.4% | 56.2% | 550% | 52.0% |Common EquityRatlo | 51.0%
. Obllg. $109.1 mil. 671 3086 | 3338 | 3888 | 4027 | 4531 | 4984 | 5658 | 5681 6736| 730} 790 [Total Capital ($mill) 965
f;gga;ckh““g"g,, P’dl[:."’ 0552»;5"‘“‘~ 604 | 4783 | 5154 | 5820 | 6243 | 697.0 | 7505 | 8003 | 8627 | 941.5[ 1008 | 1060 jMet Plant (Smil) 1240
/000 shares, 4 4% cumulative (525 par) 9% T T8 | 78% | 68% | 53% | 59% | 56% | 61% | 63% | 52%| 65% | 65% [RewmonToliCapl | 70%
Common Stock 20,656,699 shs 1o | 07 | 2% | 0o | Tom | v4% | 7e% | 89% | 93% | 67% | 85%| 95% |RetwnonShrEquly | 10.0%
a5 of 316107 a1 108 | tham L toes | 7o% | 9o | 7o% | oo% | 9| 68% | 85%| $5% [RelumonComEquity | 10.0%
MARKET CAP: $850 mililon {Small Cap} C0% | 28% | 35% | 18% | NMF| 10% | 7% | 2¥% | 2% | 5% | 25% | 35% [RefainedtoComEq 45%
CURRE!:T POSITION 2004 2005 12i31/06 58% 74% 70% B2% | 9% 0% 9% | 7% ) 8% 93% 0% 3% [All Div'ds to Net Frof . 55%
S Corp. {11/00}. Revenus breskdown, '06: residential, 70%;

BUSINESS: California Water Service Group provides regulaled and
nonregulated water service to over 2 miflion people {483,900 cus-
tomers) in 83 ities In California, Washington, New Mexico,
and Hawaii. Main service areas: San Francisco Bay avea,
Sacramento Vabey, Salinas Valley, San Juaquin Valley & parts of
Los Angeles. Acquired Natlonat Ukility Company {5/04), Rio Grande

18%; public authorities, 5%; industrial, 5%; other, 2%. ‘06 reported
deprec. rate: 3 3%. Has roughly 870 employees. Chalrman: Robert
W. Foy. President & CEO: Peter C. Nelson. Inc: Delaware Ad-
dress; 1720 North First Street, San Jose, Califomia 85112-4598.
Telephone: 408-367-8200. Intemel: www calwater.com.

ANNUAL RATES  Past

Past Est'd '03-'05

California Water Service Group ap-
pears poised for a strong bottom-line

enact some of the reformations proposed in
the Water Action Plan that are on the
table. A decision is expected in the second

olchange persh)  10Y¥rs. - S 0’1012 rebound this year. Although the water

Bg;’:{"“ﬁ;w» gg{_’ ;gly/: g g,%f utility provider had some trouble in 2006, half of this year We are introducing a
Earnings 10% -05% 65% | we expect better weather conditions, espe- 2008 share-net estimate of $1.75.

Dividends 15% 10%  10% | cially in the first half of the year, to help it Capital constraints xemain a problem,
Book Value 30% 30% 50% | y}ounce back. Meanwhile, there are better though. CWT is making heavy invest-
ca | QUARTERLYREVENUES§mit) | ruh | regulatory practices in play now. The Cali- ments in its current systems. Indeed, capi-
endar [Mar3! Jun3d Sep30 Dec3] Vear| fornia  Public  Utilities Commission tal expenditures have increased sig-

2004 | B02 880 971 634 | 3156 | (CPUC), which is responsible for maintain- nificantly in recent years and are likely to

2005 | 603 815 1011 778 | 3207} ing a balance between consumers and Cal- remain high for the foreseeable future.

5006 | 652 811 1078 B0 | 3347 | based utilities, recently awarded CWT an Unfortunately, it does not have enough

007 ) 700 900 120 850 | 365 | allowed ROE of 10.2% on its general rate cash on hand to foot the bill, making addi-

2008 | 75.0 870 128 90.0 [ 330 | case regarding 24 districts. The ruling was tional stock and debt offerings necessary.

cal EARNINGS PER SHARE A £ Fui | in line with what we expected and peints Growth-minded investors will want to

endar |Mar31 Jund0 Sep3d Dec.3t| Year | to an improving regulatory environment in look elsewhere. The stock is ranked 5

2004 | 08 59 53 20 | 146 the state. This augurs well for the compa- (Lowest) for Timeliness and offers limited

2005 | .03 4 7t 32 | 147{ ny’s prospects, as it submits a general rate 3- to 5-year appreciation potential, given

2006 | 04 31 68 31 | 13| case to rerover higher non-operational its financing problems.

007 | 08 42 76 34| 180| costs for eight of its districts every three That said, those looking for a steady

2008 10 45 82 S8 | 175 years, and has a few cases currently being stream of income may like what they

Cal | QUARTERLYDIVIDENDSPAID®» | Fur | Teviewed. Against this backdrop, we look see. Despite its capital constraints, CWT

endar |Mar3 Jun3D Sep3d Dec3i| Vear | for CWT to post share earnings of $1.60 recently raised its annual dividend, mark-

2003 | 201 281 281 281 | 112] this year, representing a 19% gain. ing the 40th consecutive year of increase.

2004 | 283 283 283 283 | 113| Furiher regulatory improvements Although there are higher-yielding instru-

2005 | 285 285 285 285 | 144| should boost 2008 earnings. Given the ments out there, CWT’s 2 (Above Average)

2006 | 2875 2875 2875 2875 | 1.15| CPUC’s more business-friendly nature, Safety rank adds appeal.

2007 | 290 there is a good chance that the board will Andre J. Costanza April 27, 2007
|A) Bask EPS. Excl. norvecurring gain {loss): | [B} Dividends historically paid in mid-Feb., £C) Ind., defened charges In '06: $69.5 mil.. | Company's Financial Strength B4+
0D, (74); '03, 4¢; 02, 8¢. Next eamings seport | May, Aug, and Nov. » Div'd reinvestment plan | $3.36/sh. Stock’s Price Stability 80
due early May. available ;D{ In millions, adjusted for split . Piice Growth Persistence 80

E) May not total due fo change in shares Earnings Predictability

© 2007, Vahig Line Publishing, inc. AN r
THE PUBLISHER IS NOT RESPONSIBLE %DR ANY ERRORS OR OMISSIONS HEREIN. This
of | may ba reproduced, sesold, sioted of Uansitted In any printed, elecuonic of other torm, of used lor ganerating or markeling any prinle

his reserved. Faciual malesial is oblained from sources beier:d [J babl rofiable and Is provided without
ion Is siric

vca{mnﬂes ol any Kind.

al, inlemal use No part

Tosuserbe cal 150

'S o,

d or'elzw:mi: pubkicalion, service of product




Exhibit No. ____
Schedule PMA-9
Page 11 of 15

C N WATER SERVICES RECENT 24 25 TRAILING 29 9 RELATIVE 1 46 VD 3 50/
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it 1267 17.00 1950 2035 24.00 2383 2181
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PERFORMANGE 2 Average LEGENDS
—— 12 Mos Mov Avg
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© VALUE LINE PUBLISHING, INC. 1998 1999 2000 2001 2002 20,03 2004 2005 2006 2007/2008
SALES PER SH 558 5.87 570 593 577 591 6.04 5.81 568
“CASH FLOW" PER SH 1.59 1.65 173 1.78 1.78 1.89 1.91 1.62 1.52
EARNINGS PER SH 1.02 1.03 1.09 1.13 1.12 115 1.16 88 .81 1.0548/1.15¢
DIV'DS DECL'D PER SH .78 .79 .79 .80 .81 .83 .84 .85 .86
CAP’L SPENDING PER SH 112 1.42 1.43 1.66 1.98 149 1.58 1.96 1.96
BODK VALUE PER SH 8.52 8.61 8.92 9.25 10.06 10.46 10.94 11.52 11.60
COMMON SHS OUTST'G {MILL) 6.80 7.26 7.28 7.65 7.94 7.97 8.04 B.17 8.27
AVG ANN'L PIE RATIO 155 18.2 18.2 215 24.3 235 228 286 29.1 23.1721.1
RELATIVE PE RATIO .81 1.04 1.18 1.10 1.33 1.34 1.21 1.51 1.57
AVG ANN'L DIV'D YIELD 4.9% 4.2% 4.0% 3.3% 3.0% 3.0% 3.1% 3.4% 3.6%
SALES ($MiLL) 37.9 426 415 45.4 45.8 474 48.5 475 469 Bold figures
OPERATING MARGIN 46.2% 48.7% 48.8% 56.1% 51.7% 52.1% 51.0% 48.3% 43.7% are consensus
DEPRECIATION (SMILL) 3.9 4.5 4.7 50 5.4 58 6.0 6.1 59 earnings
NET PROFIT {$MILL) 1.0 7.5 8.0 8.7 8.8 9.2 94 7.2 6.7 estimates
INCOME TAX RATE 34.3% 20.1% 35.7% 36.1% 338% 17.9% 22.8% - 235% | and, using the
NET PROFIT MARGIN 18.4% 17.6% 19.2% 19.1% 19.2:% 19.5% 19.4% 15.1% 14.3% recent prices,
WORKING CAP’L ($MILL) d3.7 d3.8 3 d3.3 d5.1 d3.5 d.7 13.0 1.2 P/E ratios.
LONG-TERM DEBT ($MILL) 62.5 654 64.7 64.0 648 64.8 66.4 77.4 77.3
SHR. EQUITY (SMILL) 58.7 63.3 65.7 71.6 B0 7 B4.2 88.7 94.9 96.7
RETURN ON TOTAL CAP'L 7.3% 7.4% 7.6% 7.9% 7.4% 7.5% T70% 5.0% 45%
RETURN ON SHR. EQUITY 11.9%.]. 113% 12.1% 12.1% 10.9% 10.9% 10.6% 7.5% 6.8%
RETAINED TO CON EQ 2.8% 3.1% 3.2% 36% 3.1% 3.2% 3.1% 3% NMF
ALL DIV'DS TO NET PROF 76% 74% 74% 1% 2% 1% 1% 95% 105%
ANo. of analysls changing eam. esl in last 14 day& 0 up, 0 down; consensus 5-yeer eamings growth 10.0% per year. BBased upon one analyst’s estimate CBased upon ane snalyst’s eslimate
ANNUAL RATES ASSETS {$mill) 2004 2005 123406 INDUSTRY Water Utility
of changs (per share) 5 Yes. $Yr. | Cash Assets 7 44 14
Sales - -25% | Recelvables 9.8 59 95 | BUSINESS: Connecticut Water Services, Inc. primarily
E(;"n;’,‘)g"—'s”’ _‘gg;: :g:g,,’,: g\l;f;‘ﬂ'y (Avg cost) 'g 14-3 23 operates as a water utility company in Connecticut. It
Dividends 10% 10% | Ce Assels 75—1 T -—m operates through three segments: Water Activities, Real
Book Value 5.0% 0.5% N i Estate Transactions, and Services and Rentals. The Water
Fiscal | QUARTERLY SALES {$mill} | Full P'OPE"V. Plant Activities segment supplies public d{inking water to its
vear | 1@ 20 3 4 |Yesr| AFEQuipatcost 3445 5D 3705 | customers. The Real Estate Transactions segment i5 in-
il 09 120 pe 117 |45 ﬁ;"g:‘n'::g;“dah"" 232:': 22?,::7’ ;gg:‘: volved in the sale of its limited excess rcal estate holdings.
12131/05] 108 110 141 115 [475] Other 235 322 129 | The Services and Rentals segment provides contracted
12131606] 105 114 133 1.7 [46.9 Total Assets 2909 306.0 352 | services to water and wastewater utilities and other clients,
1213107 as well as leases certain of its properties to third parties.
Frocal EARNINGS PER SHARE | Ful k':dss";g;:l és’““") 55 as g | This segment’s services include contract operations of water
Year | 10 20 30 4Q |Year} peppue 60 71 53 | and wastewater facilities; Linebacker, its service hine pro-
125103 26 5 48 26 |1.45] Otrer 44 13 17 | tection plan for public drinking water customers; and
1213104] 24 26 47 19 }1.16 | Cunent Liab 153 132 130 | provision of bulk deliveries of emergency drinking water to
1203105 24 15 41 08 |88 businesses and residences via tanker truck. As of March 19,
231060 21 12 45 03 |8 the company provided water to approximately 83,000 or
12pwer) 22 B 38 LONG‘T'%';’“;"?()EBBT AND EQUITY 286,000 customers in 41 towns in Connecticut. Has about
Cal- | QUARTERLY DIVIDENDS PAID | Full 2o 200 employees. Chairman: Marshall T. Chiaraluce. Inc.: CT.
endar | 10 20 a 40 {Year| Totat Debt $82.6 mill Duein5Yrs. $53 mit | Address: 93 West Main Street, Clinton, CT 06413. Tel.:
w0 | 208 208 21 21 | g4 | LT Debts7T3mit (860) 669-8636. Internet: httpt//www.ctwater.com.
Including Cap. Leases None
AN prsgeon
2 ; E i
" 007 5 Leases, Uncapitalized Annual rentals $ 3 mill. April 27, 2007
Pension Llability None in *06 vs None in ‘05
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
2006 3Q'06  4Q'ps | Pld Stock S 8mil Ptd Div'd Pald NMF Dividends plus appreciation as of 3/31/2007
o Euy 1 i 18 Common Stock 8,270,384 shares 3 Mos. 6 Mos. 1y 3 Yrs.
lo Sell 18 19 12 156% of Capl)
Hid's(000) 1462 1253 1318 6.66% 10.97%
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MlDDLESEX WA ER RECENT 18 95 TRAILING 23 1 RELATIVE 1 13 BIVD
T NDQ--MSEX PRICE ' PIE RATIO . 1 {PERATIO |, Y10
RANKS 12.88 19.75 16.97 18.73 20.04 21.23 21.81 23.47
. 10.50 12.50 14.69 13.73 15.77 16.65 17.07
Below .
PERFORMANCE 4 Averooe LEGENDS ,
3 v || T DS SR R T e
Technical Average 5:'0’*_2 :Fr!‘ oo gth [} '—I*f"‘"T”""‘L | G Sk
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© VALUE LINE PUBLISHING, INC.{ 1998 1999 2000 2002 2003 2004 2005 2006 2007/2008
SALES PER SH 4.39 5.35 5.39 5.98 6.12 6.25 6.44 6.16
“CASH FLOW" PER SH 1.02 1.19 .99 1.20 1.15 128 1.33 1.33
EARNINGS PER SH 71 76 51 73 61 13 Na .82 .86*2/88°
DIV'DS DECL'D PER SH .58 .60 .61 .63 .65 .66 .67 .68
CAP'L SPENDING PER SH 2.68 2.33 1.32 1.59 1.87 254 2.18 2.31
BOOK VALUE PER SH 6.80 6.95 6.98 7.39 7.60 8.38 B.60 9.82
2MMON SHS OUTST'G (MILL} 9.82 10.00 10.11 10.36 10.48 11.36 11.58 13.17
AVG ANN'L PIE RATIO 152 17.6 28.7 235 30.0 26.4 274 22.7 22.0/21.5
RELATIVE P/E RATIO 79 1.00 1.87 1.28 171 1.39 1.45 1.23
AVG ANN’L DIV'D YIELD 54% 4.4% 4.2% 3.7% 3.5% 3.4% 3.5% 3.7%
SALES [SMILL} 43.1 53.5 54.5 61.9 64.1 71.0 746 81.1 Bold figures
OPERATING MARGIN 37.0% 33.9% 32.2% 47.1% 44.0% 44.4% 44.4% A47.4% are consensus
DEPRECIATION ($RILL) 38 43 4.9 5.0 56 6.4 72 78 earnings
NET PROFIT {$MILL) 6.5 7.9 5.3 7.8 6.6 8.4 8.5 -10.0 estimates
INCOME TAX RATE 31.5% 28.8% 33.1% 33.3% 32.8% 31.1% 276% 33.4% and, using the
NET PROFIT MARGIN 15.1% 14.7% 9.7% 12.5% 10.3% 11.9% 11.4% .12.4% . recent prices,
WORKING CAP'L {SMILL) 146 6.8 d2.7 d9.3 d13.3 d11.8 d4.5 28 . PJE ratios_
LONG-TERM DEBT ($MiLL) 78.0 823 81.1 B7.5 97.4 1153 128.2 130.7
SHR. EQUITY (SMILL) 71.7 74.6 74.7 80.6 83.7 98.2 103.6 1333
RETURN ON TOTAL CAP'L. 57% 6.4% 4.9% 6.0% 5.0% 5.1% 5.0% 5.1%
RETURN ON SHR. EQUITY S.1% 10.6% 7.1% 9.1% 9.6% 7.9% 8.5% 8.2% 7.5%
| RETAINED TO COM EQ 1.8% 25% NMF 5% 1.3% NMF 8% 5% 1.2%
ALL DIV'DS TO NET PROF 81% 78% 121% 94% 87% 106% 90% 94% 84%
ANo. of anelysts changing eam. esi In fast 14 days: O up, 0 down, consensus 5-year eamings growth 8.0% per year. BBased upon 2 snolysls’ eslimales. Cpased vpor one enalyst's estimale.
ANNUAL RATES ASSETS ($mill) 2004 2005 1213005 INDUSTRY. Water Utility
of change (per share) 5 Yrs. 1Yr | Cash Assels 40 30 58
Sales 25% -45% | Recelvables 99 118 126 | BUSINESS: Middlesex Water Company engages in the
E(;?ns:;:sluw gg,;: tg'g:/f ’c')‘l";e':“"y {Avg cost) "g "g }g ownership and operation of regulated water utility systems
Dividends 2.0% 15% | oent Assets —1;5 7‘3 _263 in New Jersefy' ar.xd Delaware, as well as a regulated
Book Value 50% 14.5% : wastewater utility in New Jersey. It offers contract opera-
1V SALES (Smill. Property, Plant tions services and a service line maintenance program
F\i(ic;' 1%UARTE:) A 395 “ "u') \2?’ A & Eqr‘fip- at cost 3;;.3 Jggg 3;8{; through its nonregulated subsidiary, Utility Service Affili-
a0 159 178 198 175 [710 Net Propery oy a0 a7y | aes, Inc. The company’s water utility system treats, stores,
sopiesl 167 184 208 187 {746 Other 267 194 323 | and distributes water for residential, commercial, industrial,
f23406) 182 20.0 226 133 |B1.1] Total Assels 3056 3244 3703 | and fire prevention purposes. Under a special contract, it
1231007 also provides water treatment and pumping services to the
Flecal EARNINGS PER SHARE Full :‘ﬁ";’gﬁ:’ésmﬂu 60 50 ss Township of East Brunswick. Middlesex Water’s other New
Year | 10 2@ 30 4Q |Yeat | pepipue 121 59 23 | Jersey subsidiaries offer water and wastewater services to
vl 4 17 2 43 | .61 | Oter 87 96 i residents in Southampton Township. The company’s Dela-
1231004 09 16 2 1o |.73 | CumentLiab 278 215 184 | ware subsidiaries, Tidewater Utilities, Inc.; Southem Shores
1273405 .12 16 26 47 1N Water Company, LLC; and Tidewater Environmental Ser-
12131106} .15 25 28 44|82 vices, Inc.; offer water services to retail customers in New
sy 4 LONG'T’E:;!“; 11'305651' AND EQUITY Castle, Kent, and Sussex counties. Has 243 employees.
Cal. | QUARTERLY DIVIDENDS PAID | Full 0 Chairman: J. Richard Tompkins. Inc.: NJ. Address: 1500
endar | 1Q 20 3Q 4Q |Year| Totay Debt $433.2 il Dueln S Vrs. $93.5mi. | Ronson Road, P.O. Box 1500, Iselin, NJ 08830. Tel.: (732)
008 | 365 165 165 168 | .66 | LT Debt Si30.7 mil 634-1500. Internet: hitp://www.middlesexwater.com.
including Cap. Leases None
m | e o o
2007 3 L.eases, Uncapltalized Annual rentals None April 27, 2007
"—* Pension Liability $16 4 mil in ‘06 vs $67 mil. in '05
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
20'06 3Q°08 4Qros | P1d Stock $4 0 mil Ptd Div'd Pald $.2 mil. Dividends plus appreciation as of 3/31/2007
to Buy 15 17 21 {1% of Cap}
o Sel 2 » 14 3 Mos. 6 Mos. 1yr. 3Yrs. 5Yrs.
Common Stock 13,168,081 shates
Hid'5{000} 1T 1544 2182 {43% of CapT) -1.82% -347% -0.24% ~2.04% 24.04%
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RECENT 39 26 TRALING 33 0 RELATIVE 1 61 DIVD 1 ,-o/ {/
SJW CORP, NYSE-sJW PRICE ,20 [perae 39.U [reramo 1,07 vp 1,377
RANKS 11.92 2017 20.33 17.83 16.07 14.95 19.64 27.80 45.33 4300} High
8.08 9.54 15.83 11.58 12.67 12.57 14.60 16.07 21.16 3355 Low
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© VALUE LINE PUBLISHING, INC. 1998 1999 2000 2002 2003 2004 2005 2006 200772008
SALES PER SH 5.58 6.40 6.74 7.45 7.97 8.20 9.14 9.86 10.35
"CASH FLOW” PER SH 1.26 1.43 1.23 1.48 1.55 175 1.82 2.21 2.38
EARNINGS PER SH 76 87 58 7 8 9 8: 112 119 | 1.417°/1.49°¢
DIV'DS DECL'D PER SH .39 .40 41 43 A6 .49 - 53 57
CAP'L. SPENDING PER SH 1.81 1.77 1.89 2.63 2.06 3.41 7 31 2.83 387
BOOK VALUE PER SH 7.53 7.88 7.90 8.17 8.40 9.11 1011 10.72 12.48
COMMON SHS DUTST'G (MiLL) 19.01 18.27 18.27 18.27 18.27 18.27 18.27 18.27 18.28
AVG ANN'L P/E RATIO 131 155 33.1 18.5 173 154 196 19.7 23.5 27.8/26.3
RELATIVE PJE RATIO 68 88 2.15 95 94 88 1.04 1.04 1.27
AVGANN'LDWDYIELD | 3.9% 3.0% | 2.4% 3.0% 3.4% 3.5% | 3.0% 2.4% 2.0%
SALES {$MILL) 106.0 117.0 123.2 136.1 1457 148.7 166.9 180.1 189.2 Bold figures
OPERATING MARGIN 36.0% 33.2% 30.2% 64.4% 63.7% 56.07. 56.4% 55.9% 57.0% sre consansus
DEPRECIATION [fMILL) 56 102 11.8 132 14.0 15.2 185 19.7 213 earnings
NET PROFIT (SMILL) 14.4 15.9 10.7 14.0 142 16.7 16.0 207 22.2 estimates
INCOME TAX RATE B 40.2% 35.9% 41.0% 34.5% 40.4% 36 2% 42.1% 41.6% 40.8% and, using the
NET PROFIT MARGIN ] 13.6% 13.6% 8.7% 10.3% 98% | 1° 2% 3.6% 11.5% 11.7% recent prices,
WORKING CAP'L {§MILL) 94 d3.0 dii4d d3.8 d4.9 120 13.0 108 222 P/E ratios.
LONG-TERM DEBT (SMiLL) 80.0 90.0 90.0 1100 110.0 1496 143.6 1453 163.6
SHR. EQUITY {SMILL} 143.2 143.9 144.3 148.4 1535 | 1664 184.7 195.9 228.2
RETURN ON TOTAL CAPL 7.4% B.2% 5.9% 6.7% 5.9% 6.9% 5.5% 7.6% 7.0%
RETURN DN SHR. EQUITY 10.1% 11.0% T4% 9.4% 9.3% 10.0% 8.7% 10.6% 9.7%
RETAINED TO COM EQ 4.8% 5.9% 22% 41% | 3.8% 4.7% 3.6% 56% 5.2%
ALL DIV'DS TO NET PROF 52% 46% 70% 56% 59% 53% 58% 47% 46%
ANo. of enalysls changing eem. esl. in fast 14 days: 8 up, O down, CONSENSUS 5-year earnings growih 10.0% pes year. B Jased upon one analyst’s eslimale CBssed upon one analyst's estimale.
ANNUAL RATES ASSETS {Smil) 008 2005 123006 INDUSTRY: Water Utility
of change {per share) 5Yrs. 1Y Cash Assets 109 94 18 —1
Sales 7.5% 50% | Roceivables 146 184 ¢ | BUSINESS: SJW Corp. operates as the holding company
E(;ani;;slow ?ii:fi étg:/: Ig:o:;mfy Zg 3‘3 33-'; for San Jose’Water Company (STWC), SJW Land Company,
Dividends 55% B5% | Comant Assels 84 7 s Crystal Choice Water Service LLC, and SJWTX Water, Inc.
Book Value 7.0% 155% | SJWC produces, purchases, stores, purifies, distributes, and
- Property, Plant sells water. It provides water service to customers in
F;i? 1%” ARTE—;;,LY SM‘;‘: ‘5""2& 5::, m:&uf;:‘qélp-rzlc ::::ﬂ ﬁ;gi’ g?gg 7732% Cupertino, San Jose, Campbell, Monte Sereno, Saratoga, the
2| . 234. .
oavos| 301 456 523 319 [1669| Net Propeny oy s sy | Town of Los Gatos, and in the county of Santa Clara,
123105 333 448 585 435 |180.1] Other 610 12 047 | California. STWC aiso provides nonregulated water-related
1201060 337 478 631 445 [189.2) Tota Assels 5522  SB1.7 7059 | services, including water system operations, billings, and
123107 cash remittance services. SJW Land owns and operales
Froct | EARNINGS PERSHARE | Ful 'A‘c‘:;“g;gle(s"‘m o 51 13 parking facilities in San Jose, California, 25 well as owns
Year | 1@ 20 30 4@ |Yeal } peptDue a3 3 150 | commercial buildings and other undeveloped land primarily
123ti03) 18 2 33 45 | 91 | Other 142 155 139 | in the San Jose Metropolitan area, some properties in the
12/3ti04| 08 27 30 2t | .87 | Cumentileb 154 209 372 | states of Florida, Texas, and Connecticut, and a 70% limited
12/3105{ 15 3 53 .13 {1142 partnership interest in 444 West Santa Clara Street, L.P.
1203106) 443 48 2 {118 Crystal Choice sells and rents water conditioning and
12807 20 37 ] m:"foﬁ';g 1‘,’5557 AND EQUITY purification cquipment. Has 357 employees. Chairman:
Cal- | QUARTERLY DIVIDENDS PAID | Fuil Drew Gibson. Inc.: CA. Address: 374 West Santa Clara
endar | 1Q 2q 3Q 4Q_ |Vear | Total Debt $1796mil.  Duein5Yrs §217 mil. | Street, San Jose, CA 95113. Tel.: (408) 279-7800. Internet:
2004 | 128 128 128 128 | 5 gcmi’; ;‘(?;’5 {':f_}m None http:/forww.sjwater.com.
s | mo o s | it
2607 151 Leases, Uncapltalized Annual rentais Nene Apri 127, 2007
————————""""7 Penslon Liability §26 3 mil. in ‘06 vs $13.2 mik in 05
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
2Q'06 3Q°06 4Q'06 PHd Stock None Pid Div'd Paid None Dividends plus appraciation as of 3/31/2007
to Buy o M 3| Common Stock 16,281,769 shares 3 Mos. 6 Mos. 1Y 3¥rs. 5Yrs.
to Seft 27 24 22 (58% of Cap')
Hid's{000) 6941 7001 7341 4.84% 36.48% 53.69% 151.41% 241.70%
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Exhibit No. ___
Schedule PMA-9
Page 14 of 15

RECENT TRAILING RELATIVE DivD
YORK WATER CO NDQ--YORW PRICE 17.82 PIE RATIO 30.7 PIE RATIO 1 .50 Lo 2.60/0
. 13. . . . i
RANKS g 9| g nRl W] e =
PERFORMANCE 3 verage LEGENDS |
i 3 T 3 s Suanghn SO S VLTS S 18
Techrical 3 Average é:'m'; ;’m gl,gé 9! I” R B I lu‘l/}/ﬁ’ 13
SAFETY Aversge or-2 spit 3 " ) Lt F e s
Bg! Shaded ares indicales recession ;w ... »..' R '. .
BETA 55 {1.00 = Market) = N "
ool s
T —— - 4
Financlal Strength B+ 3
Price Stability 60 2
Price Growth Persistence 50
N " N 1 200
Easnings Predictabllity 85 17 I H IR Tl voL.
R I R nnnnii o)
© VALUE LINE PUBLISHING, INC. 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007/2008
REVENUES PER SH - - - 205 205 2.17 218 258 2.56
“CASH FLOW” PER SH - - - 59 57 .65 85 79 77
EARNINGS PER SH - - - 43 .40 .47 .49 .56 .58 .634B/69¢
piv’D DECL’D PER SH - - - .34 .35 .37 39 42 .45
CAP'L. SPENDING PER SH -~ - -~ 15 66 1.07 2.50 169 1.85
BOOK VALUE PER SH - - - 3.79 3.90 4.0 4.65 4.85 5.84
COMMON SHS OUTST'G [MiLL) - — - 9.46 9.55 9./53 30.33 10.40 11.20
AVG ANN'L. PIE RATIO - - - 179 26.9 24 5 257 263 31.2 28.3/25.8
RELATIVE PIE RATIO - - - 82 147 « 40 1.36 1.39 1.68
AVG ANN'L DIV'D YELD - — ~ 4.3% 3.3% 3.2% 3.1% 2.9% 2.5%
REVENUES {SMILL) - - 185 19.4 196 20.9 22.5 26.8 287 Bold figures
NET PROFIT {$MILL) i - - 3.8 4.0 3.8 4.4 4.8 58 6.1 are CORSENSUS
INCOME TAX RATE - - . 385.7% 35.8% 34.9% 34.8% 36.7% 36.7% 34.4% earnings
AFUDC % TO NET PROFIT — i - - 2.2% 3.7% - - - 7.2% estimates
LONG-TERM DEBT RATIO - - ©-50.2% 47.7% 46.7% [ 43.4% 42.5% 44.1% 48.3% and, using the
COMMON EQUITY RATIO — — 49.8% 52.3% 53.3% . 56.6% 57.5% 55.9% 51.7% recent piices,
TOTAL CAPITAL (SMILL) - - 652 68.6 69.9 638.0 836 903 126.5 P/E ratios.
NET PLANT {$MILL) - - 97.0 102.3 106.7 116.5 140.0 155.3 174.4
RETURN ON TOTAL CAPL - - 7.9% 1.8% 1.4% 8.5% 76% 84% 6.2%
RETURN ON SHR. EQUITY - - 11.6% 11.2% 10.2% 11.4% 10.0% 11.6% 3.3%
RETURN ON COM EQUITY — - - 11.6% 11.2% 10.2%, 11.4% 10.0% 116% 9.3% |
RETAINED TO COM EQ - - 2.5% 2.5% 135 2.6% 2.1% 3.0% 2.2%
ALL DIV'DS TO NEY PROF - - 78% 78% 8B% 7% 79% 74% 7%
ANo, of anslysts changlng esm. est in last 14 days: 0 up, O Jown, CONSEASUS S-year eamings growh 8.0% per yei.r. Bpsed upon 3 analysts’ estimaies CBesed vpon 2 analysls’ estimates.
ANNUAL RATES ASSETS ($mill) 004 2005 1236 INDUSTRY: Water Utility
of change {per share) 5Yrs. 1Yr. | Cash Assets 2 0 0
Revenues 35% 05% | Receivables 37 38 48 | BUSINESS: York Water Company engages in the im-
Eg:f‘.':‘;:"w ::g/./: ig,,f 'g;’hee';‘m‘i {Avg cost) 1 g ’:2 pounding, purification, and distribution of water in York
Dividends 0% 70% | Cuvent Assels 50 a1 B7 Count)_' and'Adams County, Pennsylvania. It supplies water
Bock Value 6.0% 20.5% for residential, commercial, industrial, and other customers.
o Property, Plant The company has two reservoirs, Lake Williams and Lake
Fiscal | QUARTERLYSAUSS (i) (Dl & oo 1643 1824 2027 | Redman, which together hold approximately 2.2 billion
el 53 a5 56 61 |25 ﬁz%’:ug;';;mau”" 1%3 é;; 1%5:3 gallons of water. It also has a 15-mile pipeline from the
1onins| 82 67 72 67 |26.8) Other 411 118 i50 | Susquehanna River to Lake Redman that provides access fo
yo3t08] 66 70 77 74 [287) Toial Assels 1561 1723 1051 | an additional supply of water. The company serves 34
1231007 municipalities in York County and four municipalities in
Frocal EARNINGS PER SRARE | Ful ,';'2';%2'53 {Smitt) s 26 ig | Adams County. Has 106 employees. C.E.O. & President:
yable . . .
Year | 1@ 20 30 4@ |Vear{ pehi Due 63 193 42 | Jeffrey S. Osman. Inc.: PA. Address: 130 East Market
Homwos| o8 1 15 12 | 47 | Otner 31 28 31 | Steet, York, PA 17401. Tet: (717) 845-3601. Intemet:
23404 12 1 12 14 | .49 | Cument Uab 212 247 59 | http/fwww.yorkwater com.
1203305 .12 14 a7 13 | 56
123106§ .12 14 A7 45 | 58
1213407 13 .17 .20 LONG-TERM DEBT AND EQUITY
Cal- QUARTERLY DIVIDENDS PAID j Fult as of 1203106
endar | 10 20 3Q  4Q |Vear) Tolal Debt 362.3 mil. Due in 5 Yrs. $18.0 mif
soor | oer a7 o1 097 | a9 | LT DebtsEL 1 mil
2005 104 104 104 10t | 42 Including Cap. Leases $17.5 mill. 2% of Cant) AZ
Jo0s | 112 112 112 112 | 45
QDKL 118 8 Leases, Uncapltalized Annual rentals None April 27, 2007
T T Pension Liability $59 milt in ‘05 vs. $3.8 mil in ‘05
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
2Q'06 3Q'06 4Q'06 Pfd Stock None Pid Div'd Paid None Dividonds plus eppreciation as of 3/31/2007
to Buy S n 13 Common Stock 11,201,119 shares 3 Mos. 6 Mos. 1Yn 3 Yrs. 5 Yrs.
lo Selt 6 [ 3 {52% of Capt)
Lﬂfs(()ob) 718 723 1164 -4.26% -8.41% -0.65% 36.08% 91.55%

©2007 Value Line Publishing, inc. Al i?m eserved. Faclua) matenial is obizined hom souices bellaved 1o ba seliabls and i provided without wananties of any kind.
THE PUBLISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is sirk or 'S owm, ial, inlernal use. No part 8
o it may be sepigduced, sesold, stored of Vansmied in any piinied, electronic of ofher lom, of used for genetzling or markeling any printed or eleckonic publication, service of product
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RECENT PE Frafling: 35.6 YIRELAIVE 4 129 [DVD
SOUTHWEST WATER NDQ-swwe PRICE 14.24 RATIO 29.7 (Merﬁar?: 13.0 /| PIE RATIO 1. .)3 o
s 3 nmon | 0] S S0 38 33| 5] 3] | 93| 3| %] wa]
SAFETY 3 Newtonsts | LEGENDS
3 s | w
TECHNICAL 3 towemszisny | vded by bieres] P o
BETA 90 {1.00= Markel} Blors opll 128 o
\~—5975:72 PROJECTIONS | 3103 0B 100 S T
Price  Gain Ansztz?r?l il:gigg %} : ilii T -6
3, - . %I}, N 1 N
mg‘:' }g (('t%g'?‘/:“ _gé mn;:-unma indicates recession | | 3GF r T ’lill"‘l' _ ul_n_l!!l {(2)
insider Declsions T i ~ - -8
JJASONDJF M IMUYIL s
why 001000000 T 1 S S
ppkns 01 2112008 50 ] wrocef TTaTer Bt i/ .4
loSe¥ 1431221 11% oW NLIA e % TOT. RETURN 3/67
Institutional Decislons a1 l s v
W05 0 4QN06 L i -
32‘7 gg gg :g 5:;?::‘ }g— 1 T - I’!;r‘ ;&g 4gg -
S T s il E It Sy, 429 758 |
1991 | 1992 ] 1993] 1994 | 1995 7956 | 1997 | 1998 [ 1998 | 2000 2001 | 2002 |2003 2004 " 2005 | 2006 | 2007 | 2008 ©VALUE LINE PUB., INC{ 10-12
334 3 4.03 420 484 531 561 5.63 6.16 743) 815 942 | 10.70 923 810 942 (- 9.60| 10.00 [Revenues per sh 11.00
28 44 38 3B 44 46 8 59 65 6 87 B6 81 & 78 a5 .85 1.05 | “Cash Flow” per sh 135
.02 18 08 0 12 15 21 .25 3t k1 42 ] A 73 34 AD 45 .50 {Eamings per shA J0
A8 18 14 08 08 09 08 A0 4 13 14 45 16 ] .20 21 .4 .26 |Dv'd DecPd per sh ® 34
L 42 g] 12 [ NN w785 178 34| 15| 166 187 f.99| 195 Cap’Spending persh 205
wnl 24| 23| 23| 245) 240) 25| 270| 305) 34| 34| A7 490 ) 47| 649) 698{ 7.60| B.45 |BookValuepersh® 10.50
0T T s0 | Ti87| 23] 1i04| 1245] 1265 | 1283 142 799 AT | 435 | 1697 | 2136 | 2233 | 2380 25.00| 26.00 [Common Shs Outstg® | 30.00
NMF 145 358 223 146 165 16.9 17.2 136 110 198 248 U2 516 3H5 348 | Bold fighres are | Avg Ann’l PIE Ratio 21.8
NMF 88 211 146 98 1.03 .97 8o t121 144} 101 138 12 273 1.89 188 Vatue Line Relative PIE Ratlo 1.40
sonl Bl 47| 42| A7h| 34wl 27| 23% | 8% | 20% | 7% 1% |47 | 1% | 6% | 15% ] U™ |Avg Ann'lDivd Yield 2.3%
CAPITAL STRUCTURE as of 12/31/06 140| 7221 B0S| 1047 1155 130.8 | 1730 | 1880 | 2032} 2242 240 26D [Revenues (Smill) 330
Total Debt $130.8 it Due in 5 Yrs $41 Qmill 26 34 42 54 6.2 6.8 12 4.5 73 5.4 12.0| 4.0 [Net Profit ($mill) 22.0
LY Debt $128.6 mil. LT Interest $8.0 mil e o (0% | 370% | 50% | 0% | 8% |3 1% | 360 | 350% | 36.0% | 36.0% lincome TaxRate 355%
(folal mlerest coverage: 27x) (%ot Capt) | © U1 | U LT T | agn | - | 110% | 5% | 125% | 11.5% | 120% |AFUDC % ko Net Profil | 12.5%
Leases, Uncapitalized: Annual rentals $6.7 mil 27 0% | 48.7% | 45.2% | 488% | 514% | 56.7% | 4757 §19% | 447% | 436% | 44.0% | 44.0% |Long-Term Debt Ratio | 43.5%
pension Liabllity None 51.3% | 50.5% | 54.1% 50.7% | 48.2% 1§ 42.5% [ 518¢, | 52.0% 55.1% | 564% | 56.0% | 56.0% |Common Eqully Ratio 56.5%
- ! ., §22 6B5] 739 950 | 1130 | 1428 | 1528 | 2420 | 2629 2851 40 380 | Total Capital {$mill) 560
Pfd Stock $.458 mill  Pid Div'd S 024 mil w21 | soez{ 17| 78] war| 238 2t 5| 3026 | 348y 396, 450|590 Net Plant (imit) 750
68% | 7.0% | 76% | 1b6% | T6% 58% | B2% | 3% | 4%} 46% | 45%§ 50% |RelumonTotal Capl 5.0%
Gommon Stock 23,802,000 shs o S E T | T [T 4% | S| S'% [ 8% | S.0%| 56% | 60%| 6% [RelomonShrEquiy | 70%
MARKET CAP: $350 million {Small Cap} 8.1% | 95% | 104% | H1% j14% | srnl oi% | 36% | 50% 56% | 6.0% | 6.0% |{Retun on Com Equity 7.0%
CURRENT POSITION 2004 2005 12/31/06 S5h | BU% | 10% | 78% | 18% | 63% | L8% 8% | 21% ] 26% | 30%| 3.0% [RetainedtoComEqg 5%~
Ca S(?IM}S\;LE i 20 43 5% ] 3% 33% | 3% | 32% 3% | 6% | 78% 58% 53% | 51%1 51% [ABDWds o Net Prof 54%
Receivableé 23.8 265 275 | BUSINESS: Southwesl Water Company provides a broad range of public waler utilities in Califomia, New Mexico, Oklahoma, and
lnventory (Avg Cst) 1.9 - -=| services including water product | ind distibulion; Texas Services does mostly maintenance work on a conbract
Other _%ZSE _%% —.%g Hection and %, utlity biling and coflection;  basls. OH. & dir. own 6.3% of com shs.; Stein Roe Invesiment
2"";': Assbe’ls 12; 10.0 12'7 ulility infrestruciure construction management, 2nd public works  Counci, 9.7% {4107 proxy). CEO and Chalrman: Mark Swalek. Inc.:
Ao 23 100 127 Sorvices. N operates oul of two groups, Uity (28% ol 2006 reve - DE- Addr.: One Wilshire Bullding, 624 S. Grand Ave. Ste. 2900, Los
Other 20.0 21.1 217 | nues) and Services (62%). Utlly owns and manages rale-regulated  Angeles, CA 50017, Tel: 213-923-1800. Intemet: www.swwc.com. |
Cument Liab. 37 406 BB g it west Water Company is per- ress in Alabama. By purchasing
ANNUAL RATES  Past Past Estd’03-05| forming well. The Utility Group, which businesses located outside of the Califor-
g‘“”‘vt {per sh) ’"z“"s',,/ 5;’; “’2“3,)2 accounts for less than half of total reve- nia area, Southwest Water should be able
e Flow” 85% B3% 0% | nues, continues to make sizable bottom- to reduce its dependence on the state’s reg-
Eafmings 135% 13% 11.0% | line contributions. Income from this unit ulatory agencies and weather climate.
g“"‘,‘(e\'/‘d's 8'2:’; }E'gz' 3222 advanced about 15% in 2006. Much of the Contributions from upcoming acquisitions
ook Value 22 aded - strength was due to warmer temperatures will not be included in our figures until
car | QUARTERLYREVENUES§mil} | Fuil | and increased water consumption, Rates these transactions are finalized.
e |Mar3t Jun. 30 Sep. 30 Dec.31| Year | also rose, thanks to favorable regulatory We expect earnings to make steady,
2004 38 457 50 415 180 environments in California and Texas. We but moderate, advances for the next
205 | 452 513 547 520] 232 expect the company to file for higher rates few years. We are leaving our esrnings
%06 | 508 554 604 578| 2242 .t several facilities in 2007, Lfting this estimate unchanged for 2007, and intro-
2007 { 550 600 650 6001 2401 iy further. ducing an estimate of $0.50 per diluted
| 2008 | 620 660 68.0 640} 260 | rhe Services Group is improving as share for 2008. In addition to improved op-
cal- EARNINGS PER SHARE A Fubl | well. Revenue at this segment continues erations, results should benefit from
endar |Mar33 Jun. 30 Sep.38 Dec.31} Yew | 1o benefit from the addition of new cus- restrueturing efforts. Management plans
2004 | -- 13 4 dot | tomers and expanded service offerings. Al-  to consolidate several subsidiaries in order
005 | dot 45 44 06| M| though the operating margin at this divi- to trim Jegal and accounting costs, Else-
200 | 03 08 46 13| 48| Gion has been a bit narrow in the past, where, there will probably be a review of
207 | 05 46 ‘“; .25 profitability is starting to improve. This the employee compensation program.
2008 | 05 A5 .48 .t 50} )ikely reflects better contract terms and These neutrally ranked shares have
Cal- | QUARTERLYDVIDENDSPAID® 1 Full | Jower levels of spending. below-average appreciation potential
endar {Mar3) Jun3) Sep3d Dec3i| Year| The company coniinues to make ac- for the next 3 to 5 years. The company
2003 | 042 042 042 046 | 17| quisitions. In March, Southwest Water raised its quarterly dividend by about 12%
004 | 06 06 06 00| 39| announced that it had purchased five in the December period. However, the is-
ggg: ggg 8;2 ggg gg; g? water companies and waste _water sue’s dividend yield is still not too attrac-
2007 | 058 058 facilities located in northern Mississippl. tive, despite the considerable increase.
’ ) There are also some acquisitions in prog- Adam Rosner April 27, 2007
(A) Ditsted eamings. Exchides nonrecurdng | April, July, and Octobex. $1.51/share. Comrang’s Finantlal Strength 8
gains {losses). ‘00, (3¢); ‘01, (5¢); '02, 1§, ‘05, 10; In millions, adjusted for spiits Stock’s Price Stability 60
{23¢). Next eamings repon due early May. D) Includes :ntangibles. I 2006: $36 0 milfion, Price Growth Persistente 75
Earnings Predictabllity 55

(B} Dividends Historically paid in late January,
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Page tof 8
Southland Utilities, Inc.
indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach
Line Proxy Group of Eight AUS Proxy Group of Four Value
Utility Reports Water Line (Standard Edition)
No. Companies Water Companies

1 Prospective Yield on Aaa Rated

Corporate Bonds (1) 61 % 61 %
2 Adjustment to Reflect Yield Spread

Between Aaa Rated Corporate

Bonds and A Rated Public

Utility Bonds 0.5 (2) 0.5 (2)
3 Adjusted Prospective Yield on A Rated

Public Utility Bonds 66 % 66 %
4 Adjustment to Reflect Bond

Rating Difference of Proxy Group 0.0 (3) 0.0 (3)
5 Adjusted Prospective Bond Yield 6.6 66
6 Equity Risk Premium (4) - 4.2 4.4
i Risk Premium Derived Common

Equity Cost Rate 10.8 % 11.0 %

Notes: (1) Derived in Note (3) on page 6 of this Schedule

(2) The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of
0 53%, rounded to B 5% from page 4 of this Schedule.
(3) No adjustment necessary as the average Moody's bond rating of the proxy group is A2

(4) From page 5 of this Schedule

=



Proxy Group of Eight AUS Utility
Reports Water Companies

Southland Utilities, Inc.

Companson of Bond Ratings and Business Profile for

the Proxy Group of Eight AUS Utility Reports Water Companies, the
Proxy Group of Four Value Line (Standard Edition) Water Caompanies

American States Water Co. (3)
Aqua America, inc. (4)

Artesian Resources Corp, {5)
California Water Service Group (€)
Connecticut Water Service Inc. (7)
Middlesex Water Company

SJW Corp. (8)

York Water Gompany

Average

Proxy Group of Four Value Line
(Standard Edition) Water

American States Water Co. (3)
Aqua America, Inc. (4)

California Water Service Group (6)
Southwest Water Company (8)

Average

From page 3 of this Schedule.
From Standard & Poor's U.S. Issuer Ranking: U.S. Utility an

Ratings and business profile are those of Aqua Pennsylvania, Inc.

(1

()

(3) Ratings and business profile are those of Golden State Water Company
(4)

(

Ratings and business position are a composi

)
y  Ratings and business profile are those of California Water Service Company.
) Ratings and business position are those of The Connecticut Water Company
) Ratings and business position are those of San Jose Water Company.

} te of those of Hornsby Bend Utility Co., New Mexico Utilities, Inc., Suburban

Water Systems, and Windermere Utility Co.

Source of Information:

Moody's tnvestors Service
Standard & Poor's Global Utilities Rating Service

d Power Companies, Strongest to Weakest, June 22, 2007

Ratings and business are a composite of those of Artestan Water Company and Southwood Water Company.

June 20C7 June 2007 Standard & Poor's
Moody's Standard & Poor's Businegss Position
Bond Rating Bond Rating / Profile (2)
Bond Numerical Bond Numerical Credit Numerical

Rating Weighting (1) Rating Weighting (1) Rating  Weighting (1}

A2 6 A- 7 A- 7 3.0

NR -- AA- 4 A+ 5 2.0

NR .- NR -- NR .- .

A2 6 NR - A+ 5 3.0

NR -- AAA 1 A 5 3.0

NR -- A 6 A- 7 3.0

NR -- NR -- NR .- .

NR - A- 7 NR - 20

A2 6.0 A+ 5.0 A 6.0 2.7

A2 <] A- 7 A- 7 3.0

NR -- AA- 4 A+ 5 2.0

A2 <] NR -- A+ 5 3.0

NR .- NR -- NR .- ..

A2 6.0 A+ A 5.5 A 5.7 2.7

6 40 g abed
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Page 3 of 9
Southland Utilities, Inc.
Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings
Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting __Bond Rating
Aaa 1 AAA
Aal 2 AA+
Aa2 3 AA
Aa3 4 AA-
A1 5 A+
A2 6 A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Ba1 11 BB+
Ba2 12 BB

Ba3 13 BB-



Moody's
Comparison of Interest Rate Trends
for the Three Months Ending May 2007 (1)

Spread - Corporate v. Public Utility Bonds Spread - Public Utility Bonds
Corporate Aa (Pub. A (Pub. Util.) Baa (Pub.
Bonds Public Utility Bonds Util.y over over Aaa UtlL) over
Months Aaa Rated Aa Rated A Rated Baa Rated Aaa (Corp.} (Corp.) Aaa (Corp.) A over Aa Baa over A
March-07 6.30 % 566 % 5.85 % 6.10 %
April-07 5.47 5.83 5.97 6.24
May-07 5.47 5.86 5.99 5.23
Average of Last
Months 541 % 578 % 594 % 6.19 % 037 % 053 % 0.78 % 016 % 025 %
Notes: (1) Al yrelds are distributed yields.

Source of Information: Mergent Bond Record, June 2007, Vol. 74, No. §

6 J0 ¢ abed
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Southland Utilities, Inc.
Judgment of Equity Risk Premium for
the Proxy Group of Eight AUS Utility Reporis Water Companies, the
Proxy Group of Four Value Line {Standard Edition) Water Companies

Notes: (1) From page 6 of this Schedule
(2) From page 8 of this Schedule.

Proxy Group of Four
Proxy Group of Eight Value Line (Standard
Line AUS Utility Reports Edition) Water
No. Water Companies Companies
1. Calculated equity risk
premium based on the
total market using
the beta approach (1) 40 % 44 %
2 Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 4.4 . 4.4
3. Average equity risk premium 42 % 44 %



Exhibit No. ___
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Page 6 of 9
Southland Utilities, Inc.
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for
the Proxy Group of Eight AUS Utility Reports Water Companies, the
Proxy Group of Four Value Line (Standard Edition) Water Companies
Proxy Group of Four Value
Line Proxy Group of Eight AUS Line (Standard Edition}
No. Utility Reports Water Woater Compani

1 Arithmetic mean total return rate on

the Standard & Poor's 500 Composite .

Index - 1926-2006 (1) 123 % 123 %
2 Arithmetic mean yield on

Aaa and Aa Corporate Bonds

1926-2006 (2) I )] (6.1)
3 Histarical Equity Risk Premium 6.2 % __62%
4 Forecasted 3-5 year Total Annual

Market Return {3) 98 % 98 %
5 Prospective Yield an Aaa Rated

Corporate Bonds {4) (&8 __(8.1)
6 Forecasted Equity Risk Premium 37 % 37 %
7 Average of Historical and Forecasted

Equity Risk Premium (5) 50 % 50 %
8 Adjusted Value Line Beta (6) 0.80 0.88
9 Beta Adjusted Equity Risk Premium 4.0 % 4.4 %

Notes. {1) From Stocks Bonds Bills and Inflation - Market Results for 1926-2006 - 2007 Yearbook Valuation Edition
Mormingstar, inc, 2007 Chicago, IL.

(2) From Moody's Industrial Manual and Mergent Bond Record Monthly Update
(3) From page 3 of Schedule PMA-11

(4) Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus of
nearly 50 economists reported in Blue Chip Financial Forecasts dated July 1, 2007 (see page 7 of this
Schedule) The estimates are detailed below

Third Quarter 2007 59 %
Fourth Quarter 2007 6.0
First Quarter 2008 6.1
Second Quarter 2008 6.1
Third Quarter 2008 6.1
Fourth Quarter 2008 62
Average 6.1 %

(5) Average of the Historical Equity Risk Premium of 6.2% from Line No. 3 and the Forecasted Equity Risk
Premium of 3 7% from Line No. 6 {(6 2% + 3.7%) / 2 = 4 95%, rounded to 5.0%

(5) From page 9 of this Schedule
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’

History Consensus Forecasts-Quarterly Avg.

——————— Average For Week Ending------ ~—~--Average ForMonth---- LatestQ | 4Q 3Q 1Q 20 3Q 4Q

Interest Rates Jun15 June8 Junl May25 May  Apr. Mar. 202007*| 2007 2007 2008 2008 2008 2008
Federal Funds Rate 5.26 5.24 5.28 5.24 525 5.25 526 3.25 52 52 52 51 51 5l
Prime Rate 8.25 8.25 8.25 8.25 8.25 825 8.25 825 32 82 82 81 81 81
LIBOR, 3-mo. 5.36 5.36 5.36 5.36 5.35 5.35 535 3534 54 54 53 53 53 52
Comumercial Paper, I-mo. 526 5.22 5.24 5.23 522 523 5.23 323 53 53 52 52 52 52
Treasury bill, 3-mo. 4.66 4.8 4.82 4.90 4.87 5.01 5.08 4.87 49 49 49 49 49 49
Treasury bill, 6-mo. 4.93 4.97 4.98 5.00 4.98 5.07 5.10 5.00 56 50 50 50 58 50
Treasury bill, T yr. 4.98 4.98 4.96 4.95 4.91 4.93 4.92 4.94 50 50 58 50 50 560
Treasury note, 2 yr. 5.06 4.99 4.92 4.84 4.77 4.67 4.57 4.82 50 51 s51 50 51 51
Treasury note, 5 yr. 5.13 498 4.86 4.77 4.67 4.59 4.48 4.77 51 51 51 51 51 5.1
Treasury note, 10 yr. 5.20 5.02 4.90 4.84 4.75 4.69 4.56 4.85 51 52 52 52 53 53
Treasury note, 30 yr. 5.29 5.12 5.02 4.99 4.9 4.87 4.72 4.99 53 53 53 53 54 54
Corporate Aaa bond 5.89 5.67 5.58 5.55 5.47 5.47 5.30 5.57 59 60 61 61 61 62
Corporate Baa bond 6.79 6.62 6.51 6.47 6.39 6.39 6.27 6.50 6.8 6.9 7.6 7.0 7.1 7.1
State & Local bonds 4.64 4.54 4.41 4.38 4.31 4.26 415 4.39 47 47 48 48 48 438
Home mortgage rate 6.74 6.53 6.42 6.37 6.26 6.18 6.16 6.36 66 67 67 67 68 68
-History Consensus Forecasts-Quarterly Avg.

3Q 4Q 1Q 2Q 3Q 4Q 1Q 20 3JQ 4Q 1Q 20 4Q 3Q

Key Assumptions 2005 2005 2006 2006 2006 2006 2007  2007* 2007 2007 2008 2008 2008 2008
Major Currency Index 84.7 85.8 84.9 82.2 81.7 81.6 81.9 793 7906 786 783 780 779 780
Real GDP 4.2 1.8 5.6 2.6 20 2.5 0.6 37 26 27 29 29 29 30
GDP Price Index 33 33 3.3 33 1.9 1.7 4.0 31 23 22 24 22 22 21
Consumer Price Index 5.5 35 1,8 5.1 3.0 -2.0 3.8 52 2.6 2.1 2.5 25 . .24 22

'Individual panel members’ forecasts are on pages 4 through 9. Histericat data for interest rates except LIBOR is from Fedesal Reserve Release (FRSR) H 15 LIBOR quotes
available from The Wall Street Journal Definitions reported here are sane as those in FRSR H.15. Treasury yields are reported on a constant maturity basis. Historical data for the
US Federal Reserve Board’s Major Currency Index is from FRSR H.10 and G5 Historical data for Real GDP and GDP Chained Price Index are from the Bureau of Economic
Analysis (BEA) Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). *Interest mte data for 20 2007 based on historical
data through the week ended June 15" Data for 20 2007 Major Currency Index also is based on dota through week ended June 15, Figures for 20 2007 Real GDP, GDP
Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panel members this month.

U.S. Treasury Yield Curve
Week ended June 15, 2007 and Year Ago vs.
3Q 2007 and 4Q 2008 Consensus forecasts
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Southland Utilities, Inc.
Derivation of Mean Equity Risk Premium Based on a Study
Using Holding Period Returns of Public Utilities

Over A Rated
Public Utility Bonds
AUS Consultants -
Utility Services
Study (1)
1
1928-2005
Arithmetic Mean Holding Period
Returns (2):
Standard & Poor's Public
Utility Index 110 %
Arithmetic Mean Yield on:
A Rated Public Utility Bonds (6.6)
Equity Risk Premium 44 %

S&P Public Utility index and Moody’s Public Utility Bond Average Annual
Yields 1928-2005, (US Consultants - Utility Services, 2006).

Holding period returns are calculated based upon income received
(dividends and interest) plus the relative change in the market value of a
security over a one-year holding period.
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Southland Utilities, Inc.

Value Line Adjusted Betas for
the Proxy Group of Eight AUS Utility Reports Water Companies, the
Proxy Group of Four Value Line (Standard Edition) Water Companies

Proxy Group of Eight AUS
Utility Reports Water

American States Water Co.
Aqua America, Inc.

Artesian Resources Corp.
California Water Service Group
Connecticut Water Service Inc.
Middlesex Water Company
SJW Corp.

York Water Co.

Average

Proxy Group of Four Value Line
(Standard Edition) Water
Companies

American States Water Co.
Aqua America, Inc.

California Water Service Group
Southwest Water Company

Average

NA = Not Available

Value Line
Adjusted
Beta

0.80
0.90
NA
0.90
0.90
0.85
0.70
0.55

0.80

0.80
0.90
0.90
0.90

__ 088

Source of Information: Value Line Investment Survey, April 27, 2007

Standard Edition and Small and Mid-Cap Edition
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Southland Utilities, Inc.
of the Capital Asset Pricing Model for
the Proxy Group of Eight AUS Utility Reports Water Companies and the
Proxy Group of Four Value Line (Standard Edition} Water Companies
Line Proxy Group of Eight AUS Proxy Group of Four
Utility Reports Water Value Line (Standard
No. Companies Edition) Water Companies
1 Traditional Capital Asset
Pricing Model (1) 102 % 104 %
2 Empirical Capital Asset
Pricing Model (1) 10.2 % 10.6 %
3. Conclusion 10.2 % 105 %

Notes: (1) From page 2 of this Schedule.
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Southland Utilities, Inc.
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model
1 2 3
Company-Specific CAPM Result
Value Line Risk Premium Including
Adjusted Based on Market Risk-Free
Beta Premivmof 58% (1) Rate of 5.3% (2)
Tiaditional Capital Asset Pricing Model (3}
Proxy Group of Eight AUS Utility
Reports Water Companies
American States Water Co 080 46 % 99 %
Aqua America, Inc 090 52 10.5
Anesian Resources Corp NA NA NA
California Water Service Group 090 52 105
Connecticut Water Service Inc 030 52 105
Middlesex Water Company 085 49 102
SIW Corp 070 41 94
York Water Co. 055 . 3.2 B85
Average _iBO 46 % 10.2 % (4)
Proxy Group of Four Value Line
(Standard Edition) Water Companies
American States Water Co. n8o 46 % 99 %
Aqua America, Inc 0.80 52 105
California Water Service Group 090 52 105
Southwest Water Company __beo 52 __ 15
Average 0.88 51 % 104 %@
Empirical Capital Asset Pricing Model (5}
Proxy Group of Eight AUS Utility
Reports Water Companies
American States Water Co 080 49 % 102 %
Agua Ametica, Inc. 090 54 107
Artesian Resources Corp NA NA NA
California Water Service Group 090 54 107
Connecticut Water Service Inc 090 54 107
Middlesex Water Company 085 51 10.4
SJW Corp. 070 45 98
York Water Co 0.55 3.8 9.1
Average 0.80 3 4.9 % 10.2 % (4)
Proxy Group of Four Value Line
(Standard Edition) Water Companies
American States Water Co 080 49 % 102 %
Aqua America, Inc 090 54 107
California Water Service Group 090 54 107
Southwest Water Company 0.90 5.4 10.7
0.88 53 % 10.6 % (4)

See page 3 for notes
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Southland Utilities, Inc.
Development of the MarketRequired Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
the Proxy Group of Eight AUS Utility Reports Water Companies and the
Proxy Group of Four Value Line (Standard Edition) Water Companies
Adijusted to Reflect a Forecasted RiskFree Rate and Market Return

Notes

(1 From the three previous month-end (Apr. ‘07 — Jun. '07), as well as a recently available (Jul. 13, 2007),
Value Line Summary & Index, a forecasted 3-5 year total annual market return of 9.8% can be derived
by averaging the 3-month and spot forecasted total 3-5 year total appreciation, converting it into an
annual market appreciation and adding theValue Line average forecasted annual dividend yield

The 3-5year ayerage total market appreciation of 37% produces a four-year average annual
returnof 8.19 % {(1.37 ©°) - 1). When the average annual forecasted dividend yield of 1.62% is added,
a fotal average market return of9.81%, rounded to 9.8% (1.62% + 8.19) is derived

The 3-month and spot forecasted total market return of 9.8% minus the risk-free rate of 5.3%
(developed in Note 2) is 4.5% (9.8% - 5.3%). The Ibbotson Associates calculated market premium of
7.1% for the period 1926-2006 resuits from a total market return of 12.3% less the average income
return on long-term U.S. Government Securities of 5.2% (12.3% - 52% = 7.1%). This is then
averaged with the 4.5% Value Line market premium resulting in a 5.8%, market premium. The 5.8%
market premium is then multiplied by the beta n column 1 of page 2 of this Schedule

(2) Average forecast based upon six quarterly estimates of 30-year Treasury Note yields per the
consensus of nearly 50 economists reported in the Blue Chip Financial Forecasts dated July 1, 2007
(see page 7 of Schedule PMA-10) The estimates are detailed below’

30-Year
Treasury Note Yield

Third Quarter 2007 5.3%
Fourth Quarter 2007 53
First Quarter 2008 53
Second Quarter 2008 53
Third Quarter 2008 54
Fourth Quanrter 2008 54
Average %

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula’
Rs=Rr + B (Rm- Re)

Where Rs = Return rate of commaon stock
Rr = Risk Free Rate
B = Value Line Adjusted Beta
Rm = Return on the market as a whole

(4) includes only those indicated common equity cost rates which are above 8.2%, i.e., 200 basis points
above the prospective yield of 6 2% on A rated Moody’s public utility bonds (page 1 of Schedule PMA-
10)

(5) The empirical CAPM is applied using the following formula:
Rs=Re+ 25(Ru -Re )+ .75B (Ru -Rr )

Where Rs = Return rate of common stock
Rr = Risk-Free Rate
B = Value Line Adjusted Beta
Ru = Return on the market as a whole

Source of Information:  Value Line Summary & Index
Blue Chip Financial Forecasts, July 1, 2007 N )
Value Line Invesiment Survey, April 27, 2007, Standard Edition and Small and Mid-Cap
Edition
Stocks, Bonds, Bills and Inflation — Market Results for 1926-2006 — Valuation Edition 2007
Yearbook , Morningstar, Inc., Chicago, IL
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Southland Utilities, Inc.
Comparable Earnings Analysis

The criteria for selection of the proxy group of one hundred forty-two non-utility companies
was that the non-utility companies be domestic and have a meaningful rate of return on book
common equity, shareholders’ equity, net worth, or partners’ capital for each of the five years
ended 2006 or projected 2010 - 2012 as reported in Value Line Investment Survey (Standard
Edition). The proxy group of one hundred forty-two non-utility companies was selected based
upon the proxy group of eight AUS Utility Reports water companies’ unadjusted beta range of
0.37 - 0.97 and standard error of the regression range of 2.8023 - 3.6531. These ranges are
based upon plus or minus three standard deviations of the unadjusted beta and standard
error of the regression as detailed in Ms. Ahern’s direct testimony. Plus or minus three
standard deviations captures 99.73% of the distribution of unadjusted betas and standard
errors of the regression.

Ending 2006.

2010 - 2012.

The Student's T-statistic associated with these returns exceeds 1.96 at the 95% level of
confidence. Therefore, they have been excluded, as outliers, to arrive at proper mean
historical and projected returns as fully explained in Ms. Ahern’s testimony.

The standard deviation of group of eight AUS Utility Reports water companies’ standard error

of the regression is 0.1418. The standard deviation of the standard error of the regression is
calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression
V2N

where: N = number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1418 = 3.2277 =  3.2277
¥518 22.7596

Mid-point of the arithmetic mean of the historical five year average and five year projected
rate of return on book common equity, shareholder’'s equity, net worth, or partners' capital.

Arithmetic mean of historical five year rates of return and five year projected rates of return
on net worth, common equity or partners’ capital excluding those 20% and greater as well as
those 8.2% or less, i.e.,, 200 basis points above the prospective yield of 6.2% on A rated
Moody’s public utility bonds (from page 1 of Schedule PMA-10.)

Mid-point of the arithmetic mean of historical five year rates of return and five year projected
rates of return on net worth, common equity or partners’ capital excluding those 20% and
greater as well as those 8.6% or less, i.e., 200 basis points above the prospective yield of
6.6% on A rated Moody’s public utility bonds (from page 1 of Schedule PMA-10.)

The criteria for selection of the proxy group of one hundred sixty-five non-utility companies
was that the non-utility companies be domestic and have a meaningful rate of return on book
common equity, net worth, or partners' capital for each of the five years ended 2006 or
projected 2010 - 2012 as reported in Value Line Investment Survey (Standard Edition). The
proxy group of one hundred sixty-five non-utility companies was selected based upon the
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Southland Utilities, Inc.
Comparable Earnings Analysis

proxy group of four Value Line (Standard Edition) water companies’ unadjusted beta range
of 0.51 ~ 1.11 and standard error of the regression range of 2.7731- 3.6149. These ranges
are based upon plus or minus three standard deviations of the unadjusted beta and standard
error of the regression as detailed in Ms. Ahern’s direct testimony. Plus or minus three
standard deviations captures 99.73% of the distribution of unadjusted betas and standard
errors of the regression.

(10) The standard deviation of the proxy group of four Value Line (Standard Edition) water
companies' standard error of the regression is 0.1403 (3.1940 / 22.7596).

Source of Information: Value Line, Inc., June 15, 2007
Value Line Investment Survey (Standard Edition)
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Ulilites Services of South Caralina, I
Authorized Retums on Common Equity and
Common Equity Ratios for Electric and Gas Distribution Companies

for the Twelve Months Ended June 2007

Moody's A
Aulhorized Authorized Rated Public
Type ot Return on Common Utitity Bond
Date Company Utility . State Common Equity Equity Ratio Yields (1) Spread
8-Jul-06 Maine Public Service Electric ME 1020 % 5000 % (2)(6) 642 % 378 %
24-Jul-06 Central Hudson Gas & Electic Electric NY 960 4500 {2)4)(7) 640 320
24-Jul-06 Centrat Hudson Gas & Electic Gas NY 960 4500 {2)6XT7) 640 320
26-Jul-06 AEP West Virginia Electric wv 1050 -- (2)7) 640 410
28-Jul-06 Comonwealth Edison Electric L 1005 42 85 {THD) 640 365
23-Aug-06 New York Stale Eiectric & Gas Efeciric NY 855 4160 (] 637 318
1-Sep-C6 Northern States Powsr Electric MN 10 54 5167 (18] 637 417
14-Sep-06 PacifiCorp Eleckic OR 10 00 50 00 {2N8) 637 363
20-Sep-06 Kinder Morgan Gas wv 1100 4356 (29 637 463
26-Sep-G6 Chesapeake Utilities Gas MD 1075 5302 {2} 620 455
6-Oct-06 Unitil Energy Systems Electric NH 967 4312 {(2)(4) D) 620 347
20-Oct-06 Orange & Rockland Utilities Gas NY 980 4800 {2)(4)6) 620 360
2-Nov-06 CenterPoint Energy Minnesota Gas Gas MN 971 46 14 {3) 600 37
9-Nov-06 Public Service Electric & Gas Gas NJ 10 00 47 40 2) 600 400
21-Nov-06 Centrat ilinois Light Eleciric 18 1012 4557 {n 598 434
21-Nov-08 Central ifinois Public Service Eleciric [N 008 48 92 7y 598 410
21-Nov-06 linios Power Electric iL 10 08 5156 (%3] 588 410
21-Nov-06 Consumers Energy Gas Mt 1100 3506 (3) 558 502
1-Dec-06 Pacificorp Electric uTt 1025 - {2)(4) 588 427
1-Dec-06 Public Service of Colorado Eleclric cOo 1050 6000 {2) 598 452
7-Dec-06 Cenlral Vermont Public Service Eteclric A1 1075 5557 {2y 598 477
21-Dec-06 Empire District Elecine Eleclric MO 10 80 4974 580 510
21-Dec-06 Kansas City Power & Light Electric MO 1125 53169 580 5485
22-Dec-06 Green Mouniain Power Electric vT 1025 5276 (2) 580 445
5-Jan-07 OGE Electric Service Electric AR 1000 3233 {2) 580 420
5-Jen-07 Puget Sound Energy Eleclric WA 10 40 44 00 580 460
5-Jzn-07 Puget Sound Energy Gas WA 10 40 4400 580 460
9-Jen-07 SEMCO Energy Gas Gas Mi 1100 4294 " (2) 580 520
11-Jan-07 Metropolitan Edison Elecinc PA 1010 49 00 n 580 430
11-Jan-07 Pennysivania Electric Eleciric PA 1010 4900 {n 580 430
11-Jen-07 Wisconsin Public Service Electric w 10 90 57 46 580 510
11-Jan-07 Wisconsin Public Service Gas w 1080 57 46 580 510
12-Jan-07 Poriland General Eleclric Eleclric OR 10 10 50 00 (5) 580 430
19-Jan-C7 Wisconsin Power and Light Electric Wi 10 80 5413 580 500
19-Jan-C7 W-sonsin Power and Light Gas wh 10 80 54 13 580 500
26-Jon €7 Fitchburg Gas & Electric Cas MA 1000 .- {2)(4) 581 418
B-Feb-07 PPL Gas Gas PA 10 40 5178 (5) 581 458
14-Mar-07 Conneclicut Nalural Gas Gas cT 1010 5360 {2) 596 414
20-Mar-07 Delmarva Power & Light Gas DE 1025 46 %0 (2)(3) 506 429
22-Mar-07 Rockland Electiic Electric NS 997 46 50 {2)(6) 5980 407
22-Mar-07 Southern Union Gas MO 10 50 36 06 590 480
29-Mar-07 Atmos Energy Gas TX 10 00 47 50 (5) 580 410
15-May-07 Appalachian Power Efectric VA 1000 4111 585 415
17-May-07 Aguila Netwsorks-MPS Etectric MO 1025 48 17 585 440
17-May-07 Aquila Networks-L&P Electric Mo 1025 48 17 585 440
22-May-07 Monongahela Pow jPotomac Ed Electric YW 10 50 46 07 597 453
22-May-07 Union Electnc Eleciric MO 1020 5272 587 423
23-May-07 Nevada Power Electric NV 1070 4728 587 473
25-May-07 Public Service of New Hampshire Elactric NH 967 4766 {2)(6) 557 370
5-Jun-07 Cascade Naturat Gas Gas OR 10 10 4500 2y 597 413
13-Jun-07 Northern Slates Power Gas ND 075 5159 {2y 597 478
15-Jun-07 Entergy Arkansas Electric AR 990 329" 587 383
18-Jun-07 Public Service of Colorado Gas co 1025 607 {2) 597 428
22-Jun-07 Appatachian Pow Mheeling Pow Elecinc wv 10 50 4288 {2(11) 599 45%
28-Jun-07 Arizona Public Service Eleclric AZ 1075 54 50 598 476
29-Jun-07 Yankee Gas Services Gas CcT 1010 5030 2) 599 41
29-Jun-07 Public Service of New Mexico Gas NM 9.53 48.00 ~ 599 3.54
Average - All Cases 1029 % . 5.89 % e 29 %
Average - Liligated Cases 10.35 % 4772 % . 593% 2 %
Prospective Yield on A Rated Public Ulility Bonds 660
Average Spread between Authroized Returns an
Common Equity and the yield on 10-year U S
Treasury Noles for Litigated Cases . 4.42
indicated Common Equity Cost Rale 1102
Noles- (1) Actval A rated yield sepresents the yield of the previous month it the order was issued on or after the 21st of eath month, or the yield of

wo months prior if the order was issued on or before the 20th of each month  For example, the yield for 7/17/07 is the A rated Public
Utility yield for July 2097 and Ihe yield for 7/26/07 is the A rated Putllic Utility yield for Augusl 2007

(2) Order followed full or partial stipulation settlement by the parties Decision parficutars not ity pi - setling or

(3} Interim rate implemented prior to the issuance of final ordes. nosmatly under bond and subjec! lo refund

{4) Rate change lo be implemented in mullipte steps

(5} Hypothetical

(6} Rate change applicable o electric distribution rates only

{7) Rale change to eleciric and distribulion rates only.

(9) rate i to be ph d-in over four years, with a & 88% ROR authorized lor 2006, b 83% for 2007, 7 09% for
2008, and 7 48% for 2008

(9) Rate increase declined to $114 9 million effective 1/1/07

{10} From page 1 of Schedule PMA-10

{11) Retum implicil in settlement

Capitat structure includes cost-free items or tax credit balances at the overalt rate of retlum

Source of Infermation:

Major Rate Case Decisions - January 2005 - December 2006, Published by Regulatory Research Associales, Inc, An SNL Energy Company
Regulatory Focus - Regutatory Study, Major Rate Case Oecisions - January-June 2007, July 3 2007, Published by Regulalory Research
Associates. Inc , An SNL Energy Company

Mergent Bond Recard Monthly Update, June 2007. Vol 74.No &



